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Editorial 


DEVELOPMENTS of a public char- 

acter in recent weeks have been 
of such profound significance as com- 
pletely to overshadow problems relat- 
ing to banking. 

The strikes in the automobile plants 
in Michigan have brought about some 
conditions new to American history, 
and destined to have a far-reaching in- 
fluence on the progress of industry in 
this country. 

There is but one phase of these 
strikes that will be considered here. 
That relates to the taking possession of 
the plants by the workers, their refusal 
to leave them after having been ordered 
to do so by the court, and the delay in 
carrying out the court’s order by the 
executive authorities in the State of 
Michigan. 

If workers in any industry, in the 
homes of the people, or the chauffeur 
who drives your car, are allowed to 
take possession of the owners’ property, 
refusing to surrender it until the de- 
mands of the strikers are met; and if 
these strikers not only refuse to give 
up the property of which they have 
taken possession, when such surrender 
is demanded by the owners; and when 
the strikers also defy an evacuation or- 
der issued by the court; and when the 
executive authorities delay to carry out 
the court’s order—then we have reached 
a situation in America of the greatest 
gravity. 

But the implications in the Michigan 
strikes go far beyond these considera- 
tions, serious as they are. 

The leader of the strikers has bluntly 
reminded the President of the United 
States that the organization which he 
leads gave strong support to the Presi- 
dent and his party in the late political 
campaign, and in effect calls this a 
political debt which the President 
should repay by siding with the sit- 
down strikers. And while the President 


has indicated resentment at this de- 
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mand, he has taken a course which 
comes near to compliance with it, for 
he brought the owners of the plants and 
the strike leaders together, when the 
former did not wish further negotia- 
tions until their plants had been evacu- 
ated by the striking workers. 

But there is one possible justification 
for the President’s course and for the 
dilatory enforcement of the court’s de- 
cree by the Michigan authorities, and 
that is the prevention of bloodshed, 
something which all desire. 

It is not necessary to “take sides” in 
this labor controversy to realize its 
serious character. All who desire the 
prosperity of the country, due reward 
to labor, and the peaceful operation of 
industry, must see that a better way 
should be found to settle these contro- 
versies than by resorting to long and 
costly strikes, damaging to all con- 
cerned. That such methods are harm- 
ful to the workers themselves was thus 
forcefully stated by one whose friend- 
ship for labor is hardly open to chal- 
lenge (Henry George, in “Progress and 
Poverty”) : 


The methods by which a trade union can 
alone act are necessarily destructive; its 
organization is necessarily tyrannical. <A 
strike, which is the only recourse by which 
a trade union can enforce its demands, is 
a destructive contest. ... The struggle of 
endurance involved in a strike is, really, 
what it has often been compared to—a war; 
and, like a)! war, it lessens wealth. And 
the organization for it must, like the or- 
ganization for war, be tyrannical. As even 
the man who would fight for freedom, must, 
when he enters an army, give up his per- 
sonal freedom, and become a mere part of 
a great machine, so must it be with work- 
men who organize for a strike. These com- 
binations are, therefore, necessarily destruc- 
tive of the very things which workmen seek 
to gain through them—wealth and freedom, 


To say that controversies between 
nations and between employers and 


workers should be settled by some less 
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destructive methods than war, may be 
no more than the expression of a pious 
hope. But some day that pious hope 
must become a reality if the progress 
of mankind is not at frequent intervals 
to be interrupted by struggles in whose 
results all are losers. 


© 


ND as if the disturbances in industry 

were not sufficiert in themselves to 
give the country a fit of shivers, Presi- 
dent Roosevelt, in his usual dramatic 
fashion, hurled into the arena of debate 
his plan for making over the Supreme 
Court of the United States in the image 
of the New Deal. For, looking beneath 
its surface, that is exactly the meaning 
of his proposal. Under the leadership 
of President Roosevelt legislation has 
been passed conforming to the Presi- 
dent’s ideas of social progress. Several 
of these measures have been upset by 
the decisions of the Supreme Court. 
What the President wishes is to have 
the membership of the court such as 
will uphold his efforts to bring about 
the reforms which he considers essen- 
tial to the welfare of the country. That 
these reforms have received the sanction 
of Congress does not change the mat- 
ter, for the mind of the Congress and 
the Executive are in almost complete 
harmony. 

To many people it is disconcerting 
that measures passed by Congress and 
approved by the President are rendered 
ineffective by the attitude of the Su- 
preme Court. Those who understand 
this impatience on the part of those 
who see their reforms defeated by the 
court consider that a better way to 
achieve the reforms desired by Congress 
and the President would be by an 
amendment to the Constitution and in 
the manner that instrument itself pro- 
vides. 

Perturbation over the President’s 
proposal may be somewhat mollified by 
the reflection that, even should the 
number of justices be enlarged, they 
would not necessarily uphold all the 
measures the New Deal has thus far 
brought forward or which it contem- 
plates in the future. 

Reforms through legislation which 


have received the approval of the peo- 
ple are likely to prevail in the end, but 
some of the measures recently enacted 
have been the result of exceptional cir- 
cumstances, and the public welfare 
could hardly suffer by moving cau- 
tiously in fixing these measures upon 
the country more or less permanently. 
The changes in the complexion of the 
Supreme Court should therefore be 
carefully weighed before their adoption. 


@® 
ESEARCH for bankers seems to be 


gaining in favor. It was proposed 
by President Smith of the American 
Bankers Association, in an address at the 
regional conference at Pittsburgh, and 
also by President Ball of the New York 
State Bankers Association in an ad- 
dress at the mid-winter meeting of that 
organization. 

Mr. Ball, in reviewing the history of 
American banking, called attention to 
the virtual breaking down of our bank- 
ing system in every panic that has 
visited the country. In the course of 
his address he declared: 

“If the solutions to many basic finan- 
cial problems have not been found be- 
fore another major depression, we may 
see our chartered unit banking system 
entirely eliminated and, in response to 
the demands of the general public, Gov- 
ernment ownership and operation sub- 
stituted in its place. 

“We are on trial. Our future rests 
largely with us. We have a great deal 
at stake, and it behooves us to give 
serious thought to our whole program 
for the future.” 

Mr. Ball did not merely state the 
problem which he saw confronting the 
bankers, but proposed an approach to 
a solution. He suggested the organ- 
ization of an Institute for Research in 
Banking. Disclaiming belief in re- 
search as a panacea, he did regard it 
as offering practical helpfulness in 
reaching a better understanding of the 
problems to be met. 

While research is not unknown to 
many of the leading banks individually, 
the organized effort in this direction 
proposed by Mr. Ball has not been em- 
ployed. It is a task which many banks, 
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especially the smaller ones, cannot 
adequately undertake on anything like 
the scale required to make the research 
really efficient. United activity in this 
direction would therefore appear to be 
indicated. 

As noted above, some of the great 
banks, like the large industrial corpora- 
tions, have long been cognizant of the 
value of research. How important it 
is considered by leading industrial cor- 
porations may be seen from reports of 
the large outlays made for this purpose. 
That research, properly made, and— 
what is more vital to its success—prop- 
erly employed, would be of great 
practical value to banks, may be rea- 
sonably inferred from the benefits it 
has conferred in other instances. 


@ 


HAT all banks should be subject to 

the taxes imposed by the National 
Security Act was the conclusion reached 
by the legislative committee of the New 
York State Bankers Association, at the 
recent mid-winter conference of this or- 
ganization. 

Under existing interpretation of this 
act, banks that are members of the Fed- 
eral Reserve System, which means all 
national banks and several hundred 
state banks, are exempt from such 
taxes. This exemption is based upon 
the view that such members are instru- 
mentalities of the Government, and are 
therefore freed from the burdens as 
they are deprived of the benefits to 
their employes provided for by the Na- 
tional Security Act. 

It is the opinion of the legislative 
committee of the New York State Bank- 
ers Association, as it seems to be of 
bankers generally, that all banks should 
be placed on the same footing, and 
especially that member banks should 
not be relieved of taxes under the act, 
nor their employes left without the pro- 
tection which the act affords. 

There is a rather curious phase of 
this subject. One would think that had 
Congress intended to exempt any class 
of banks from the benefits of this par- 
ticular piece of legislation it would 
have heen the non-member banks, and 
not the national banks and the state 
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banks which belong in the Federal Re- 
serve System. Could it be that Congress 
had in mind the penalties of the act 
rather than its benefits? 


® 
(GEOGRAPHICAL distribution of the 


ownership of bank stocks has not, 
perhaps, received the attention it de- 
serves. In the case of the smaller banks 
their shares are almost entirely held in 
the immediate locality where the bank 
is situated. Even in the case of the 
large city banks, local ownership pre- 
dominates, but there is a considerable 
part of the shares held in other local- 
ities. 

From an examination of the distri- 
bution of shares, as given in the recent 
annual report of the Chemical Bank and 
Trust Company of New York, it is seen 
that while 7530 of the total number of 
shareholders belong to New York, 
other states are represented quite ex- 
tensively. Next to New York comes 
Connecticut, with 2614, followed by 
New Jersey, 1096, Massachusetts, 891, 
California, 658, and Pennsylvania, 551, 
and Rhode Island with 375. The large 
holdings in Connecticut and New Jer- 
sey are due to the fact that a large por- 
tion of these two states is virtually a 
part of the metropolitan district of New 
York City. 

While there is a wide distribution of 
the shareholders in the other states, the 
number of holders in each is compara- 
tively small. 

At one time a political agitator was 
fond of declaiming against “our 
foreign-owned banks.” Obviously, such 
a charge was unfounded with respect 
to all the banks in the United States, 
as it certainly is in the case of the 
Chemical Bank and Trust Company, for 
its shareholders, in the United States 
number 15,450, and in foreign coun- 
tries 110. 


(CHARLES HAYDEN, who died re- 

cently, was a banker, and possibly 
in certain quarters might have been 
considered an “economic royalist.” 
About bankers and such royalists many 
harsh things have been said. It is only 
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just that something kind should be said 
of this banker. He may not have been 
the despised “economic royalist” of the 
politician, but his heart and mind were 
royal. His fortune of some $50,000,- 
000 was left for a noble purpose—the 
establishment of a charitable founda- 
tion for the education of boys and young 
men, and the advancement of their 
“moral, mental and physical well-be- 
ing.” 

This beneficent act is of such mag- 
nitude as to invite public attention, 
though many wealthy Americans had 
set the example before Mr. Hayden, 
which fact does not in the least detract 
from his great and generous act. 

If government is to continue to ab- 
sorb so large a part of personal 
fortunes through income and _inherit- 
ance taxes—large enough in some in- 
stances as to be practically confiscatory 
—such benefactions as that of Mr. Hay- 
den must become less frequent. 


Viewing the many philanthropic gifts 
by wealthy Americans—the worthy 
causes thus fostered—one can but won- 
der if the sums thus dedicated to public 
purposes could have been more effec- 
tively employed had they been absorbed 
by taxation and administered by poli- 
ticians. 

Looking at the matter from the nar- 
rowest aspect—that of economy and 
efficiency in administration—the trus- 
tees of these gifts must feel a respon- 
sibility beyond that felt by the disburser 
of public taxes, and are able to show 
the better results on the score of econ- 
omy and efficiency. 


Considering the matter more broadly 
—the benefits conferred in the one case 
and in the other—something is to be 
said on both sides. There are emer- 
gencies, like the recent flood situation, 
for example, where an agency with the 
resources and power of government are 
imperative. And in other directions 
government can do a number of things 
for which reliance cannot be placed on 
individuals and private philanthropy. 

But much public spending is waste- 
ful, and no small amount of it has de- 
generated into something painfully 
resembling the use of public funds for 
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purchasing the allegiance of groups of 
voters. 

It will be observed, in the case of all 
great donations like that of Mr. Hay- 
den, the donor does not seek to limit 
the use of his funds to the preservation 
of the capitalistic system, but that they 
are to be devoted to the public welfare, 
in the widest use of that term. To this 
Mr. Hayden’s gift is no exception. It 
is a fine example of public spirit, of 
deep concern for human welfare, and 
worthy of wide imitation. 


© 
MASTERING economic epidemics was, 


in effect, declared to be possible 
by President Roosevelt in his inaugural 


address. He said: 


“We of the republic sensed the truth 
that democratic government has innate 
capacity to protect its people against 
disasters once considered inevitable—to 
solve problems once considered un- 
solvable. We would not admit that we 
could not find a way to master economic 
epidemics just as, after centuries of 
fatalistic suffering, we had found a way 
to master epidemics of disease. We re- 
fused to leave the problems of our com- 
mon welfare to be solved by the winds 
of chance and the hurricanes of dis- 
aster.” 


Now this statement opens up avenues 
for almost endless speculation and de- 
bate. No right thinking person would 
fail to give ready assent to the Presi- 
dent’s belief in the ability of society 
to “master economic epidemics just as, 
after centuries of fatalistic suffering, we 
had found a way to master epidemics 
of disease,” provided that they also be- 
lieved that both kinds of epidemics were 
susceptible of human control. This 
many do not as yet believe, though they 
are open to conviction on that point. 

Should you not approve the idea that 
economic epidemics are subject to con- 
trol, as are other epidemics, you are at 
once put down as one who favors let- 
ting nature take its course. But this 
need not be a source of too much an- 
noyance. Possibly, in both these ep! 
demics nature does take its course. 
Those physicians who are wisest and 





In the calculation of reserve 
and the availability of collec- 
tion items, the distance between 
cities is measured by days—not 
by miles. 


During the past twenty years 
this time element has been more 
than cut in half by improvement 
in transportation facilities and 
by new banking machinery, 
such as the Federal Reserve 
Collection System. 


Additional time economy is pro- 


vided by our continuously oper- 
ating night and day Transit and 
Collection Departments, in en- 
abling you to meet progressive 
increases in reserve require- 
ments with least cost. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS ... . . . $30,000,000 


Member of the Federal Deposit Insurance Corporation 





190 


most conscientious will admit that about 
all they can do is to assist in holding 
the diseased action in check until nature 
effects the cure. Probably, in the con- 
trol of economic epidemics at least this 
much may be done. 

But as in disease much may be ac- 
complished by prevention, so in the 
realm of economics there is room for 
hope. 

No attempt will be made to prescribe 
a specific against economic depressions, 
although it is clear that could war be 
dispensed with, sounder conditions in 
government, trade and industry be es- 
tablished, and all people made wiser, 
definite progress could be expected in 
preventing the serious depressions to 
which the world has long been accus- 
tomed. 

Even with respect to the many meas- 
ures taken to alleviate our late depres- 
sion, doubts may be entertained. They 
have been palliative. But has the price 
been paid? Will nature take its course 
in the long run? 

Not one word of all this must be 
taken to imply that anything wise and 
possible must be neglected in the ef- 
forts to shield the world against the 
blowing of “the winds of chance and 
the hurricanes of disaster.” 


@® 


JRTHER increase in the reserves of 

member banks, to the full extent 
permitted by law, will bring these re- 
serves substantially up to the percent- 
ages required of national banks prior 
to the enactment of the Federal Re- 
serve Act. But there is a great differ- 
ence between the character of the re- 
serves under the old and the new 
conditions. The national bank reserves 
consisted, either in whole or in part, of 
actual cash in the vaults of the banks. 
Now all legal reserves are in the shape 
of deposits with the Federal Reserve. 
This re-depositing of reserves, and the 
lowering of the percentage of required 
reserves have béen serious factors per- 
mitting the expansion of bank credits. 
As regards the percentage, this situation 
has been corrected, for as stated above, 
these are now approximately the same 
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as formerly required of national banks. 
But the reserves must still consist of 
credits with the Federal Reserve banks. 

There are some advantages flowing 
from the concentration of reserves, but 
whether all legal reserves of member 
banks should be in the form of credits 
at the Federal Reserve may be open to 
question. In the early stages of the Re- 
serve System, and up to 1917, part of 
the reserves could be maintained in the 
vaults of member banks. One reason 
for the change was that, during our par- 
ticipation in the World War, it was 
considered desirable to have the reserves 
entirely concentrated. Changed condi- 
tions may make this concentration less 
desirable now. 

Should a part of the legal reserves 
be returned to the vaults of member 
banks, this would tend to limit credit 
expansion. At present, since the Fed- 
eral Reserve banks are making prac- 
tically no advances to member banks, 
this would not be of great importance, 
but might become so as credit begins 
to expand. 
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FoR the first time in fifty-five years 
a year has passed without the fail- 
ure of a single national bank in the 


United States. This exceptional record 
was made in the year 1936. It is not 
difficult to account for this fact. The 
panic and the depression have weeded 
out most of the weak banks, and the 
fittest have survived. Then the improv- 
ing business conditions have rendered 
bank failures less probable. Depositors 
not having more than $5000 to their 
credit in any one bank have had their 
faith confirmed by the fact that this 
amount is insured by the Federal De- 
posit Insurance Corporation. 

Since some years have been prolific 
of bank failures, it is recognized that 
the absence of national bank failures 
last year should be specially noticed 
in the Annual Report of the Comp- 
troller of the Currency. But it may not 
be vain to express the hope that at some 
day, not too far distant, the absence of 
bank failures of any kind may be the 
rule and not the exception. 
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A reproduction of the original check of Thomas Jefferson now in the archives 
of the Pennsylvania Company in Philadelphia. 


How variable has been the total of 
national bank failures may be seen from 
the fact that since 1912 only in two 
years (1924 and 1927) prior to 1931 
did the number of such failures reach 
100, having been 127 in 1924 and 111 
in 1927. But in 1931 the total rose to 
357 and it was 322 in 1932 and 396 
in 1933. From the latter date there 
was a sharp decline, only one national 
bank failing in 1934 and but four in 
1935, while last year there were no fail- 
ures. 

Improved bank legislation, greater 
care in granting bank charters, better 
management, and supervision by the 
various authorities, including the Fed- 
eral Deposit Insurance Corporation, are 
all factors contributing toward greater 
banking safety. 


© 
GOLD AND THE PRICE LEVEL 


We have heard much in the past years 
of inflation—commodity price inflation 
—currency inflation and credit inflation, 
always with an implication of danger. 
I venture the opinion that our commod- 
ity price level will sooner or later—be 
it one year or five—find itself corre- 
sponding to the new supply and the 


increased value of gold; that is to say, 
our commodity price level will increase 
to the same extent that we have increased 
the value of gold; with this qualifica- 
tion, that the law of supply and demand 
will occasion fluctuations above and be- 
low the fixed value of gold. 

I believe that our commodity price 
level for the past eighty years has borne 
a definite relationship to the value of 
gold, and that the future will witness 
the same relationship in those values. 

Basing my conclusion on_ these 
thoughts I do not believe that we are 
experiencing an undue inflation in com- 
modity prices and will not experience 
an undue inflation in those prices until 
we have absorbed the increase in the 
statutory value of gold. If our com- 
modity price level once more crosses the 
gold line—on that day we will approach 
an inflation in commodity prices, the 
extent of which will govern the defla- 
tion that is bound to follow. 

I believe that our commodity price 
level is approaching a new normalcy, 
and that so long as we do not greatly 
exceed that normalcy—so long is our 
structure sound.— Frank C. Rathje, 
president, Chicago City Bank and Trust 
Company. 
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The Future Trend of Interest Rates 


By James ROWLEY 


HE intent of the following article is 

to discuss those factors which 

should be carefully watched to de- 
termine a change in present money 
rates, with particular reference to the 
United States Government obligations. 
For the past several years the factors 
operating to reduce the prices of high- 
grade bonds have been more than offset 
by bullish factors. It is questionable 
whether the prevailing low interest 
rates will be maintained during the 
course of the next year. 

Even though Government bonds have 
recently attained new all-time highs, 
and though the bearish influences are 
comparatively dormant, an understand- 
ing of how these influences are coming 
to life and will eventually bring about 
a reversal of present yield trends is im- 
portant. 

The latest member bank call report 
giving figures for June 30, 1936, showed 
total deposits to be $40,705,564,000; 
United States Government holdings, 
$13,671,932,000 or 34 per cent. of these 
deposits; and loans, including over- 
drafts, $12,541,845,000, or 31 per cent. 
On June 30, 1933, total deposits were 
$26,563,927,000; United States Govern- 
ment holdings, $6,887,123,000, only 26 
per cent. of deposits and loans $12,- 
858,099,000, or 48 per cent. During 
this same period the Federal Govern- 
ment increased its debt about $17,000,- 
000,000. The member banks, therefore, 
absorbed about 40 per cent. of the total 
Government debt increase. The sig- 
nificance of the future trend of Govern- 
ment securities is obvious, both from 
the standpoint of the bankers and also 
the depositors. 


Present Situation Explained 


Let us now proceed to review briefly 
the various causes which have brought 
about this unprecedented condition in 


bank portfolios. Shortly after the 
present Administration came into power 


in 1933, finding itself confronting the 
severest depression the country had ever 
experienced, it promptly discarded con- 
ventional economy and adopted the 
policy of “priming the pump,” necessi- 
tating large-scale borrowing and spend- 
ing operations. It was to the Treasury’s 
advantage to bring about and maintain 
low interest rates. One of the first 
moves was to pass the Devaluation Act, 
which soon started the flow of gold into 
this country and which in turn built 
up the excess reserves of member banks, 
giving them purchasing power for 
Government bonds. Shortly thereafter 
the Federal Reserve System became 
more allied with the United States 
Treasury Department, aiding the Gov- 
ernment in its inflation of bond prices 
and facilitating the successful financing 
of its deficit. 

While the Government set out de- 
liberately to reduce interest rates by 
artificial means, natural economic 
forces were also operating towards this 
end—one of the characteristics of a 
depression period being the reduction 
in the utility value of money. Opinion 
is divided as to whether a government 
can dictate to natural economic laws 
for a considerable length of time, or 
whether these laws will eventually as- 
sert themselves despite legislation to 
the contrary. History substantiates the 
latter opinion, and it seems probable 
that in the future one could expect leg- 
islation to exercise some control over 
economic laws, but that this control will 
not be absolute. 

It has been the theory of this Admin- 
istration that as business conditions 
improved it would curtail its spending 
program, bring the budget into balance, 
and start to reduce the debt. Marriner 
S. Eccles, chairman of the board of 
governors of the Federal Reserve Sys- 
tem, recently made this observation: 
“It is my belief that there will be very 
little more borrowing by the Federal 
Government. With the large Treasury 
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balances, with the assets which are be- 
ing liquidated bringing funds into the 
Treasury, together with tax revenue, it 
is my belief that the market will not be 
given an opportunity to take substantial 
additional issues of Government secu- 
rities, even though the budget is not 
technically balanced. I believe thor- 
oughly that a_ technically balanced 
budget will be reached by 1939, and 
that a balanced budget, so far as hav- 
ing to go to the market for additional 
funds is concerned, will be reached by 
1938.” 

Hence, the Government undoubtedly 
would be favorably disposed to a firm- 
ing of interest rates brought about by 
an increase in business demands for 
money, if it were accompanied by 
greater tax revenues and a decrease in 
relief expenditures, which would more 
than offset additional interest charges. 


Bank Reserves and the Money 
Market 


What might indicate that the Govern- 


ment will be less interested in the 
money market in the future has been 
its recently adopted policy of steriliz- 
ing future foreign importations of gold. 
Many foreign countries which, as a re- 
sult of our monetary policies and their 
relatively poorer political and economic 
conditions, had suffered the serious de- 
pletion of their gold supplies, were 
forced to devalue or place some sort 
of embargo upon the exportation of 
their gold. Therefore, in all prob- 
ability, the flow of gold to this country 
during 1937 will be less than it was 
in 1936, and will have little or no effect 
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upon the banks’ excess reserves in the 
future. It is conceivable that an im- 
portation of gold might even bring 
about a slight reduction in the excess 
reserves, provided it were accompanied 
by the Treasury’s selling a like amount 
of bills in the open market. Since, 
therefore, the Federal Reserve Board 
has deemed it expedient to raise re- 
quirements in the near future, it is quite 
likely that some banks will find it 
necessary to liquidate a portion of their 
portfolios, for they will no longer be 
able to look to gold imports as a means 
of building up their reserve balances, 
In this respect it could not be expected 
that the market reaction to such a move 
at present would be similar to that at 
the time of the previous change in re- 
quirements on August 15, 1936. This 
move, of course, will not only reduce 
excess reserves, but will also curtail 
the expansion powers of these reserves. 

A discussion of excess reserves in re- 
lation to the money market should not 
consider these reserves in an absolute 
sense but rather relative to the supply 
of high-grade bonds. While excess re- 
serves may increase, if at the same time 
the supply of bonds increases at a faster 
rate, it is quite likely that the bond 
yields will rise. It is impossible to get 
any reliable figures showing the total 
amount of high-grade bonds outstand- 
ing and, therefore, there is a large ele- 
ment of judgment in any conclusion. 
The National Industrial Conference 
Board, Inc., published in its two books, 
“Private Long Term Debt and _Inter- 
est in the United States,” and “Cost of 
Government in United States 1933- 
1935,” figures showing its estimates of 


Torar, Pustic anv Private Dest 1x THE UNITED States COMPARED WITH 
Excess RESERVES 
(000,000 omitted) 
Excess 
Total Reserves 
117865 43 
119944 55 
120495 89 
120965 256 
119209 528 
122752 1564 
124850 2469 
131000* 2567 


U.S. Bond 
Yields 
3.60 
3.28 
3.31 
3.66 
3.31 
3.10 
2.70 
2,50 


Ratio 


.000365 
.000459 
.000739 
.002116 
004429 
012741 
.019776 
.019595 


Public 


33691 
34170 
35989 
39122 
41646 
45995 
47978 
53000 


Private 


84174 
85774 
84506 
$1843 
77563 
T6757 
76872 
78500 


Year 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 


1Estimated. 
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Veco on US.Government Bowns anno Notes 
Compared with Eycess 


the total public and private debt in the 
United States from 1926. These are 
presented in the accompanying table and 
are expressed in a ratio to excess re- 
serves, together with the yields on 
United States Government bonds. 
While the estimate of the public and 
private debt given in the above table 
has made no attempt to indicate the 
amount of high-grade issues, it is gen- 
erally conceded that during the past 
several years the status of all these se- 
curities has tended to improve. The 
important point is that the ratio of ex- 
cess reserves to the total debt in the 
United States started to decrease in 
1936 while the yields on United States 
Government bonds continued to de- 
cline. A possible explanation for this 
could be found in the belated buying 
of United States Government bonds by 
commercial banks. This will be dis- 
cussed further on in the article. 
_The banks, which have been the prin- 
cipal purchasers of United States Gov- 
ernment securities for the past several 
years, acquired these securities in such 
large volume because the general sup- 
ply «f high-grade obligations, suitable 
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for their portfolios, had been materially 
reduced by the depression, while their 
purchasing power (see following table) 
for bonds has been greatly augmented. 

Since about 1933 a general recovery 
has set in, which, as it continues, will 
improve the status of securities gener- 
ally. Bonds which are now classified 
as second and third grade may become 
desirable investments for banks and 
other institutions which must hold high- 
grade obligations. Further, as business 
improves, it is probable that there will 
be an increase in new issues offered, 
and this will also increase the supply 
of securities suitable for institutional 
investment. The accompanying table, the 
figures for the construction of which are 
based upon the Commercial and Finan- 
cial Chronicle estimates, indicates that 
already there has been a greater de- 
mand for new money. 

This chart reveals that not only is 
the demand for new money steadily in- 
creasing, but that also there appears to 
be an important time relationship be- 
tween this demand on the one hand, and 
the yield on United States Governments 
on the other. During this interval it is 
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revealed that there is about a two-year 
lag in the bond yields. Since the de- 
mand for new money was at a low in 
1933, increasing slightly in 1934, and 
picking up more noticeably in 1935 and 
1936, it would seem that a reversal of 
the yields on high-grade bonds is fairly 
imminent. Since the upturn in the de- 
mand for new money started in 1934, 
some explanation should be ventured 
why bond yields did not reverse their 
trend in 1936. A possible reason could 
be found in the attitude of some of the 
large commercial banks toward long- 
term Government bonds. Because of 
the nature of commercial banking, these 
banks had never been large investors 
in long-term bonds. Despite the fact 
that their chief source of income came 
from short-term commercial financing, 
which practically disappeared during 
the depression years, commercial banks 
were reluctant to abandon their con- 
servative and time-honored investment 
policies. However, they were forced 
to lengthen the maturities of their port- 
folios for the sake of revenue and this 
they started to do during 1935 and 1936. 

During the past year money in cir- 
culation has shown a sharp increase 
amounting to about $668,000,000, and 
there is no indication that there will 
be any change in this trend during the 


we as OE 


(931 1932 1933 = 1934 9351436] _| 


coming year. Also, there has been a 
marked increase in bank debits. Co- 
incidental with, or as a result of these 
increases, commodity price levels, pub- 
lished by the United States Bureau of 
Labor Statistics, reveal that the present 
price level is nearly equal to that of 
1930. The significance of this is two- 
fold. First, an increase in money in 
circulation reduces bank reserve bal- 
ances, which in turn reduces excess re- 
serves; and second, a rise in prices 
reduces the purchasing power of these 
reserves. At present this is a compara- 
tively unimportant consideration, but is 
likely to become more formidable in 
the future. 

Summarizing briefly the above state- 
ments, there are two reasons for expect- 
ing a reversal of the trend of interest 
rates within the next year. First, the 
Government will be less concerned 
about maintaining low interest rates in 
the future; and, second, the natural eco- 
nomic forces which have remained dor- 
mant for the past several years are 
beginning to show definite evidence of 
asserting themselves. Since the Fed- 
eral Reserve Board has increased re- 
serve requirements it would seem to be 
a reasonable conjecture that that move 
may be the immediate cause for a re- 
versal of the trend of high-grade bonds. 





Our Customers and Insured Mortgages 


By Paut E. BELCHER 
Secretary, The First-Central Trust Company, Akron, Ohio 


UR bank became an approved 
mortgagee under the Federal 
Housing Administration program 

with a full appreciation of the various 
advantages involved. We knew it would 
mean a return of 5 per cent., plus a 
half per cent. for service, on funds 
which otherwise might be idle. We knew 
that it would bring us well-secured 
mortgages, backed by insurance; that 
if an occasional mortgage went sour, 
we would have a 3 per cent. debenture 
to fall back on. 

We knew we could market these in- 
sured mortgages in case of need; we 
understood the benefits of the amorti- 
zation provisions. These last assured 
us that our funds weren’t going to be 
tied up permanently in a mortgage 
which remained constant while the value 
of the mortgaged property declined, but 
rather would be repaid regularly and 
surely. 

We could get enthusiastic about the 
proposition—on paper. But our en- 
thusiasm would not mean a thing un- 
less we could get customers. So we 
set about exploring the possibilities of 
the latter. 

We ran several newspaper advertise- 
ments, stating our willingness to make 
insured mortgage loans. 

We got together a special mailing 
list of customers whom we thought were 
willing to buy, build, or remodel, and 
sent them Federal Housing Administra- 
tion literature together with our own 
letter. 

We codperated with the local build- 
ing show and turned our whole staff of 
officers over to the job of answering 
the questions of people who came into 
the bank following the show. 

The results of these efforts convinced 
us that we could get customers, but, in- 
terestingly enough, after we had made 
a few such loans we found that we were 
benefiting most of all from word-of- 
mouth advertising. 


The fellows who had the courage to 
come in and actually take out Federal 
Housing Administration insured mort- 
gages helped us sell a lot of those timid 
souls who are always afraid that a 
proposition will not work out as well 
as it sounds. 

Our selling job proved easy when 
we discovered some selfish advantages 


The accompanying article describ- 
ing one bank’s experience with FHA 
loans is reprinted from ‘‘Insured 
Mortgage Portfolio,’? published by 
the Federal Housing Administration. 


to the individual home buyer in an in- 
sured mortgage. 

This home buyer wanted smaller 
payments. He wanted certainty, not 
worry. He wanted sunshine, instead 
of gloom. Under the plan we used he 
could obtain one mortgage, in place of 
two or three, for a full 70 per cent. 
of the value of the property (while we 
are authorized to make 80 per cent. 
loans we find the 70 per cent. figure 
more in line with our particular policies 
and situation). This mortgage would 
run for 10 or 12 years (here again we 
are authorized to make loans for up 
to 20 years, but have found the system 
sufficiently flexible to adapt it to our 
own situation) without refinancing and 
without any unexpected “extras” pil- 
ing up on him in a few years. 

Best of all, he was given a monthly 
payment system which covered every- 
thing: taxes, insurance, and even pav- 
ing assessments and the like. Every 
home owner knows how hazard insur- 
ance on a house comes due in lump 
sum every three years. He also knows 
how taxes periodically sneak up on 
him. The monthly payments build up 
a reserve fund to cover all these. 
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Any home buyer can see how the 
Federal Housing Administration plan 
works to his advantage. There is no 
mystery about it. A man can see just 
what he is getting and what it is cost- 
ing. We doubt if any mortgage-loan 
plan has ever been quite so simple as 
this, and certainly none has been so 
full of sunshine for the mortgage bor- 
rower. 


Loans Have Come in Groups 


A glance at the wall map in our 
mortgage-loan department shows how 
word-of-mouth advertising has brought 
us business. That map reveals the fact 
that our insured-morigage loans have 
come in groups. We use colored tacks 
to designate new homes, refinanced 
mortgages, modernization loans, and 
ordinary bank loans. One new insured- 
mortgage loan on a street usually brings 
us a flock of other applications—and 
good, sound, acceptable applications— 
from others on the same street. 

When John Smith tells Bill Jones 
that the Federal Housing Administra- 
tion plan is a good one, Bill believes 
John because John has nothing to sell. 
His word carries weight. We have had 
a lot of volunteer salesmen working for 
us like that. 

This makes our time all the more 
productive. Three contact men and one 
stenographer handle our mortgage 
loans, which aggregate nearly $2,000,- 
000. Cage work is done by our regular 
discount tellers; legal and title work 
is done by our own legal department. 
The set-up is not expensive. 

At one time we had to talk to five 
people to get one acceptable loan. But 
these waste interviews have been so re- 
duced that now at least half of all the 
people who come in not only want a 
Federal Housing Administration in- 
sured mortgage but have property which 
meets Administration requirements. 

As our old-type loans are paid off, 
month by month, sufficient new ones are 
coming in to maintain our volume and 
gradually to increase it as our deposits 
grow. We are willing to allocate 10 
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per cent. of our deposits to mortgage 
loans. 


Plan Provides the Backlog 


Every time we can, in home-financing, 
we write these new mortgages under 
the Federal Housing Administration 
plan. If the loan is for a relatively 
small amount of the dwelling’s value— 
say 10 or 15 per cent.—and is to be 
paid off in perhaps a year, we some- 
times carry it ourselves. Likewise we 
carry mortgages on business blocks, 
which do not come within the scope of 
the Federal Housing Administration 
plan. But that plan provides the back- 
log for our residential mortgage-loan 
business. 

In organizing this business we have 
set up a map of the city and have 
marked the sections where we are will- 
ing to lend money. We know the por- 
tions of town where, because of certain 
undesirable characteristics and down- 
ward trends of values, we are not will- 
ing to lend. If a prospective home- 
buyer comes to us for help in buying 
a property which we think will deterio- 
rate because of its surroundings, we 
sometimes save him from a serious mis- 
take. Several prospective purchasers 
have thanked us for letting them see 
their proposition through our more ex- 
perienced eyes. 

In the field of refinancing we find 
that, while the switching of old-style 
mortgages over to our Federal Housing 
Administration portfolio costs us an oc- 
casional per cent. of interest, it pro- 
duces certain benefits in return. 

We exchange a purely local security 
for a standardized investment which is 
recognized throughout the country as 
being sound and marketable. We are 
tying up to a plan which enables us to 
convert that mortgage into cash, if 
need be. 


We all want to see new building, of 
course, and our bank gets its share of 
that. We want to see home ownership 
made safer and pleasanter. It looks 
as if the Federal Housing Administra- 
tion plan has done that. That plan’s 
monthly amortization feature is a real 
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benefit to the borrower and to the mort- 
gage-loan business. 

From our own selfish point of view 
—for after all we have rent and salaries 
to pay—the Federal Housing Admin- 
istration has given us an opportunity 
to profit along sound banking lines and 
at the same time to render a_ public 
service. Its insured-mortgage plan has 
given the mortgage loan new flexibility, 
new mobility, and new liquidity. It 
has made our mortgage-loan depart- 
ment a pleasant place to work, because 
it provides us with something to offer 
our customers which they are glad to 
buy. 

@ 


THE HISTORIC HOUSE OF FUGGER 


THE House was known as the “Prince 
among Merchants.” Kings and emper- 
ors sued for their help, their support 
making all the difference between suc- 
cess and failure in war and diplomacy. 
Their balance-sheets at different dates 
seem to reveal progressive expansion. 
But it was meretricious. Currency de- 
preciation vitiated comparison of asset 
values; the loans to monarchs could not 
be realized; interest could only be col- 
lected if new loans were given; and not 
always then. Spain, particularly, pre- 
vented any export of gold or silver. 
From time to time the partners sought 
to extricate themselves; to liquidate 
their commitments with a view to dis- 
solving the firm; but they were in a 
cleft stick. In 1557 Spain defaulted; 
and a few months later France followed 
her example; all bonds slumped and 
panic conditions prevailed in the prin- 
cipal markets.. Thereafter the Fugger 
went downhill. Their signature still 
carried weight, but it was not unques- 
tioned as formerly. From 1630 onwards 
they were discredited, and their ruin 
was only staved off by a moratorium 
granted by the Spanish king. In 1637 
they were sequestrated; but the estate 
was not wound up for many decades. 
The strength of the Fugger was sapped 
by their Spanish commitments, as was 
that of Napoleon in a later age—From 
a lecture by M. M’K. Turnbull, Charles 
Bruce lecturer at Edinburgh University. 


More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field, 


A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 
G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank. They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval, 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send me ‘on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 





Bank Loans on Warehouse Receipts 


By T. STANLEY JACKSON 


Manager, Field Warehouse Division, St. Paul Terminal Warehouse Company, 
St. Paul, Minn. 


HE up-to-date warehouseman knows 

that if his business is to succeed, 

it must rank with banking and 
manufacturing in matters of manage- 
ment and the discharge of its respon- 
sibilities. 

A phase of warehousing which has 
developed extensively in recent years 
is commonly referred to as “field ware- 
housing,” and it is gradually attaining 
prominence in the loaning policies of 
banks nationally. The name “field 
warehousing” is more or less a coined 
one as the operation is only and ac- 
tually that of warehousing, but the per- 
formance takes place at the existing lo- 
cation of the commodities and goods. 
The word “field” has been added to 
distinguish it from terminal or central 
storage. “Field warehousing” could be 
called quite applicably “branch ware- 
housing” for it is considered more along 
these lines by the larger operators of 
this type of warehouses. Irrespective 
of what term is used, the warehouseman 
has an inviolate trust to the banker for 
the proper custodianship and delivery 
of the warehoused goods. 

I do not propose to go into lengthy 
details of the mechanics of a field ware- 
house operation. A warehouse company 
takes its facilities to the owner of the 
goods and establishes a warehouse on 
the premises of that owner. As ware- 
housing follows the trade custom of 
storing the particular goods, the field 
warehouse may be a building, or part 
therefor, in which is stored canned 
goods, sugar, flour, cheese, other food 
products, textiles, manufactured goods, 
etc.; or it may be an open space on 
which lumber, logs, pulpwood, iron, 
steel, etc., are piled; then again, it may 
be tanks or bins for the storage of 
grains, oils and the like. The prime 


Based on a recent address at the Mid- 
Winter meeting of the Wisconsin Bankers 
Association. 
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requirements in the physical establish- 
ment of the field warehouse are that 
the building, space, etc., which is to be 
designated as the warehouse must be 
accurately defined and under the con- 
trol of the warehouse company; that 
the goods to be warehoused are prop- 
erly segregated and ready of identifica- 
tion; and that a proper accounting of 


‘*Functioning, as sound security 
on inventory, field warehousing has 
opened an avenue to the safe and 
profitable employment of a _ bank’s 
funds.’’ 


the goods is maintained. Briefly, the 
warehouse company accomplishes these 
vital essentials through obtaining leases 
which are duly recorded; the employ- 
ment of its own signs, locks, identifica- 
tion or stack cards; accounting systems, 
and the appointment of its bonded 
agent at the warehouse. This may sound 
very simple, but I can assure you that 
the opposite is the case. The competent 
warehouse company studies each opera- 
tion very carefully to make certain that 
it is satisfying every legal requirement, 
and to acquire a practical knowledge 
of the goods stored. I have known in- 
stances where the warehouse company 
has spent a week surveying a particular 
job so that nothing would be left to 
chance. 

It may be asked, rightly, what is the 
purpose of field warehousing when the 
goods remain on the owner’s premises 
and the owner provides the warehouse 
space. The answer is that field ware- 
housing is a financial medium. It is a 
ways and means of creating security 
covering the owner’s goods, or inven- 
tory, in a form which will be readily 
acceptable to a bank as collateral for 
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moneys loaned or to be loaned. The 
form of this security is the warehouse 
receipt. Why, then, should these ware- 
house receipts be acceptable security? 
Provided warehouse receipts are issued 
by a bona fide warehouse company, they 
convey title to the goods listed thereon 
to the holder and the security is in the 
custody of an independent third party 
providing proper bailment and account- 
ing, and no- releases of the security are 
permitted without the written author- 
ity of the bank. Under these conditions, 
the bank’s only concern as to its secu- 
rity is whether it has a proper margin 
in value and whether there is a market 
for the security. The warehouse com- 
pany is responsible for the existence 
of the security. For these main rea- 
sons, warehouse receipts are regarded 
as the most desirable form of security 
applicable to a borrower’s inventory. 

I have touched upon, generally, the 
operation of field warehousing, and 
have endeavored to show the recognized 
plan in a favorable light. However, 


I would not be frank unless I threw up 


some danger signals. There are abuses 
of warehousing, the most outstanding 
of which is “subsidiary” warehousing. 
“Subsidiary” warehousing is where the 
borrower forms his own warehouse 
company or a warehouse company in 
which he has some interest. Warehouse 
receipts issued by a “subsidiary” ware- 
house company have no place in a 
bank’s collateral vault for the simple 
reason that the transaction, in fact, is 
merely that the borrower borrows with 
one hand.and holds the security with 
the other hand. There is no proper 
third party bailment, and the banker 
who accepts warehouse receipts of that 
type is lulling himself into a false sense 
of security. Field warehousing is a 
technical operation requiring a trained 
personnel, and the banks should sat- 
isfy themselves that the warehouse re- 
ceipts offered are issued by a respon- 
sible bona fide warehouse company ex- 
perienced in that type of warehousing. 

Furnishing, as it does, sound security 
on inventory, field warehousing has 
opened an avenue to the safe and profit- 
able employment of a bank’s funds. It 
makes available to a bank loans which 


201 


are not warranted on the basis of the 
borrower’s statement or with other 
forms of collateral, but which would be 
attractive with control of the borrower’s 
inventory held. I think all bankers 
have had the experience of regretfully 
declining accommodation to a deserv- 
ing borrower for the reason that the 
statement submitted was not in line 
with the credit asked for or that the 
security was not satisfactory. However, 
if that borrower had an inventory of 
raw or finished goods, the application 
of field warehousing might have altered 
the complexion of the credit applica- 
tion. 


I have been asked many times by 
bankers as to what constitutes a good 
field warehousing loan. My reply is 
that the principles of sound lending 
must always be applied to any loan. 
By this I mean that the borrower must 
have the proper character and integrity 
standing; that his business is a worthy 
one and is deserving of accommoda- 
tion; that he follows recognized good 
business procedure; and, most impor- 
tantly, that the source of repayment of 
the loan is at all times clearly in sight. 
I desire to emphasize this last condi- 
tion, because here is where field ware- 
housing has a place in the picture. 
Warehouse receipts issued by an ap- 
proved warehouse company will ensure 
to the banker that the actual warehoused 
goods will be on hand or delivered. 
However, the warehouse company does 
not handle values or marketing, and it 
is necessary, therefore, that the bank 
should satisfy itself that its security, as 
represented by the warehouse receipts, 
is valued on a proper basis, that it holds 
an adequate margin in value over and 
above the loans, and that there is a 
market for the security. Provided all 
these essentials are met, I have no hesi- 
tation in saying that a loan secured by 
warehouse receipts will prove a desir- 
able asset to a bank. I have made no 
reference to the borrower’s balance 
sheet. Unquestionably it has some 
bearing on the credit, but it is not a 
determining factor as in many other 
classes of loans. The bank invariably 
relies more on the security in the case 
of field warehouse loans than it does 
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ee ke balance sheet. 


“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 
With a Foreword by 


CARL K. WITHERS 


Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method 
which is both simple and complete. Here 
is described in minute detail and with a 
wealth of illustrations a simple method for 
obtaining bank costs and for installing a 
system of bank cost accounting as an aid 
to effective management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers Commissioner of 
Banking and Insurance of the State of New 
Jersey. 

Your name and address on the coupon 


below will bring this book to your desk 
on 5 days’ approval. 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


You may send me on approval a copy 
of “How to Obtain Bank Costs” by E. 8. 
Woolley. At the end of 5 days I will 
either remit $5 or return the book. 


However, the 
balance sheet should reveal that the 
borrower is by no means involved; that 
he can provide the margin of security 
required by the bank; that he can carry 
on his operation successfully and that 
there is no likelihood of the bank hav- 
ing to take over the security and dis- 
pose of it. The last thing any bank 
wants to happen is to find itself in part- 
nership with the borrower. 

It will be evident to you that while 
field warehousing enables a bank to ob- 
tain unquestioned security on a_bor- 
rower’s inventory and also offers many 
opportunities to take on increased or 
new lending business, with resulting 
profit, the banker for his part should 
satisfy himself that the warehouse re- 
ceipts offered to him are issued by an 
experienced bona fide warehouse com- 
pany and that his security can be mar- 
keted. 

The banker has many problems. He 
is confronted with safeguarding his de- 
positors’ funds and at the same time is 
expected to return a dividend to his 
stockholders. This is not an easy task. 
Field warehousing, on a proper basis, 
may prove helpful towards a solution 
of some of these problems, and I com- 
mend it in loan transactions with con- 
cerns which maintain inventories. 


@® 


BANK MANAGEMENT AND 
MACHINERY 


We know that management has taken 
the agents of production, and with con- 
stantly increasing skill has worked them 
together to produce marvelous results, 
and at unbelievably low costs. In every 
bank within my experience that has high 
operating costs, I find the trouble not 
to be so much a lack of proper equip- 
ment, not incompetent labor, but a de- 
ficiency in management. Management 
then is the key to the proper use of 
machinery, and upon it also depends 
the amount of production per employe. 
Good internal bank management will 
reflect itself in proper codrdinating of 
activities—Darrel G. Ensign, assistant 


cashier, Utah State National Bank, Salt 





Bankers Confer on Their Problems 


Regional A. B. A. Conference in Pittsburgh 
Presented Helpful Program » » » » 


EETING at Pittsburgh, January 

28 and 29, the Regional Confer- 

ence of the American Bankers 
Association considered many subjects 
of present interest to the bankers of 
the United States. So many excellent 
papers were presented at this meeting 
that it is not possible to publish them 
in full, but brief extracts are made from 
most of them. 

The welcome to Pittsburgh was voiced 
by Arthur E. Brann, president of the 
Pittsburgh Clearing House Association, 
and president of the Farmers Deposit 
National Bank. At the outset of his 
remarks, Mr. Brann expressed sympathy 
for the flood-stricken districts, and gave 
to those present a warm welcome to the 
city. 

“These regional meetings of the 
American Bankers Association,” he 
said, “have been distinguished for their 
good fellowship and for their construc- 
tive and stimulating discussions. More- 
over, I believe we may claim, in mod- 
esty and with conviction, that our 
deliberations have been controlled by 
a realistic public spirit, by a profound 
desire to serve the common good.” 

The reason for meetings of this char- 
acter was described by Tom K. Smith, 
president of the American Bankers 
Association, and president of the Boat- 
men’s National Bank, St. Louis, Mo. 
His topic was, “Why Bankers Should 
Counsel Together.” Mr. Smith stated 
one of the main objectives of these con- 
ferences was “to exchange experiences 
and ideas on some of the major prob- 
lems in banking.” He regarded the 
present as “one of the most important 
periods in the history of American 
banking,” and, in meeting fundamental 
banking problems, he called for “col- 
lective action on the part of bankers 
throughout the nation.” 

After outlining some of these prob- 
lems, Mr. Smith in conclusion said: 


It was to implement more fully than ever 
before this spirit of mutual helpfulness 
which bankers have always enjoyed that 
these regional conferences were instituted. 
In these meetings we can get together for 
a frank and thorough discussion of all the 
outstanding banking problems of the day. 
It is indeed inspiring to see this splendid 
gathering, this renewed evidence of the de- 
termination of the bankers of this nation 
to lift banking service to ever higher levels 
of efficiency. No one who has stood here 
and looked out over this audience can leave 
this meeting without fresh confidence in the 
future. 


Dealing with “Bank Insurance and 
Crime Protection,’ Sidney M. Price, 
cashier of the First National Bank, 
Malden, Mass., said that “the one sure 
method of bank crime protection is: be 
reasonably prepared to resist crime. 
The second sure method of prevention 
is the establishment of a reputation by 
police authorities.” 

Here are a few of Mr. Price’s gen- 
eral suggestions for promoting safety: 


A reduction of internal losses can be 
brought about by careful selection of em- 
ployes, reasonably high salary standards, 
systems of internal audit that check and 
counter check the bookkeeping acts of offi- 
cers and employes and by the accrual system 
of bookkeeping. I firmly believe that every 
banking transaction should pass through 
the hands of at least two persons. General 
ledger entries, particularly profit, loss, in- 
come and expense entries should carry the 
approval of an officer or a department head. 
Where a bank can afford it, the services of 
a full time auditor will be helpful. One 
last thought on prevention. Do not let em- 
ployes carry money or securities through the 
streets. Have a reputation of being un- 
usually careful in the messenger service of 
the bank. 


Mr. Price, in discussing banking in- 
surance, said: 


Fidelity losses have decreased from 80.3 
per cent. of premiums earned in 1931 to 
14.6 per cent. in 1935 on class A banks and 
from 90.4 per cent. to 16.8 per cent. on class 
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B banks. Bank burglary and robbery losses 
—all territories combined—have decreased 
from 74 per cent. in 1931 to 22 per cent. 
in 1935. ... The more obstacles there are 
that serve as barriers to dishonesty, bur- 
glary and robbery, the lower the amount 
of insurance the bank may carry and still 
be reasonably insured. 


“The Banker’s Part in Building an 
Agricultural Community” formed the 
subject of an address by E. B. Harshaw, 
president of the Grove City National 
Bank, Grove City, Pa. He said that 
“the banker’s part in building an agri- 
cultural community is much the same 
as his part in the building of any com- 
munity.” After describing the success- 
ful method employed by his bank in 
fostering the local dairying industry, 
Mr. Harshaw said: 


As a banker, I have been interested in 
the development of an agricultural com- 
munity for twenty-five years. During that 
time our community has advanced both in 
agriculture and industry and, I know, from 
my contact with the management in indus- 
try, they are convinced that a successful 
agricultural community is a necessary ad- 
junct to a contented and satisfied industry, 
and the best source of supply for the man- 
ning of industry in all its branches is found 
in its adjoining agricultural community. 


Chartering of Banks 


This was the subject of an address 
by S. H. Squire, Superintendent of 


Banks of the State of Ohio. He said 
that there could come before the con- 
ference “no more pressing or imme- 
diate problem for consideration than 
the matter of chartering, or shall we 
say over-chartering of banks.” He 
named the following factors to be sur- 
veyed in determining whether or not a 
charter for a new bank should be 
granted: 


(1) Necessity, not convenience. 

(2) Assurance that the institution can 
make a reasonable profit. 

(3) Determination as to whether a branch 
of a near-by parent bank would not give 
sufficient service. 

(4) Adequate capital structure. 

(5) Competence and character of man- 
agement. 

(6) Financial and character standing of 
incorporators. 

(7) Prospects of reasonably steady growth 
of territory served. 
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Mr. Squire favored close codperation 
between state and Federal authorities 
in the granting of new bank charters, 
and concluded by saying: 


Our one objective is to strengthen the 
banking system of this country. It is essen- 
tial that a sound chartering policy be 
evolved, and equally essential, that all su- 
pervisory authorities concur in that policy 
and pledge to it their complete and united 
support. 


Loan Administration Policy 


George V. McLaughlin, president of 
the Brooklyn Trust Company, Brook- 
lyn, N. Y., spoke on the above topic, 
and his address is published below sub- 
stantially in full. 


Since 1929, banks which are members of 
the Federal Reserve System have charged 
off more than $2,000,000,000 of loans, or ap- 
proximately 8 per cent. of their total loans 
at the beginning of the period. Only about 
13 per cent. of the $2,000,000,000 has sub- 
sequently been recovered. Although this 
“batting average” is certainly nothing to 
be proud of, the experience of the past 
seven years should provide us with a vast 
storehouse of information as to what banks 
should or should not do in the matter of 
extending credit. The information is all 
there in our credit files if we would but 
take the trouble to analyze it. 

Within the fifteen minutes allotted to me, 
there is not time enough to cover the sub- 
ject in anything more than a very general 
way. I hope that some of the other speak- 
ers at this table will be able to contribute 
something more valuable to this discussion, 
particularly in the line of new outlets for 
loanable funds. In my own institution, we 
have not as yet been able to make much 
progress in this direction, with the excep- 
tion of the so-called “modernization loans.” 

Nevertheless, we are giving careful study 
to the problem. An analysis of our un- 
secured loans showed nearly one-fourth of 
the total as represented by loans to finance 
companies. While it may be argued that 
banks are not equipped to handle the busi- 
ness now conducted by finance companies 
and that it would not be profitable except 
when there is large volume, there is no rea- 
son why banks should lend to finance com- 
panies at prevailing low rates of interest 
while the companies are collecting anything 
from 6 per cent. upward from the public. 
The proper solution, I think, would lie in 
the formation of a separate finance com- 
pany; to be owned jointly by several banks. 
The finance company would handle auto- 
mobile and other similar financing and con- 





Finds Bell’s invention practical 


A 91 year old Kentuckian recently doubted that a voice 
could be carried over a wire. But a demonstration con- 
vinced him that the telephone really worked. 

It is interesting to realize that less than 60 years ago 
such skepticism was shared by almost everyone. 

And that today, almost everyone takes the Bell Sys- 
tem’s fast, dependable service for granted—and would 


be lost without it. 


BELL TELEPHONE SYSTEM 


duct all dealings with the public, and the 
banks would share in its profits in propor- 
tion to their ownership interest. The idea 
of joint ownership is not new. It has been 
perhaps best éxemplified by the Discount 
Corporation of New York, which has been 
conducting a successful business for many 
years, 

It would be desirable, too, I think, if we 
would make up our minds to face the facts 
on the so-called “capital loan.” As far 
back as I can remember, bankers, bank 
examiners, economists, professors of bank- 
ing, and others have been giving lip service 
to the short-term commercial loan as the 
proper type of banking asset. Yet, every 
practical banker knows that for many years 
there haven’t been enough commercial loans 
to absorb more than a small part of our 
funds, and there probably will not be 


enough for some years to come. If we had 
confined ourselves strictly to commercial 
loans maturing within three months, or even 
a year, most of us would have starved to 
death some time ago—or at least our stock- 
holders would have. 

American banks have always made capi- 
tal loans to a greater or lesser degree, and 
by “capital loan,” I mean the type of loan 
which is to be repaid out of earnings as 
distinguished from the “self-liquidating” 
loan which is repayable out of the proceeds 
of sales of goods in the regular course of 
business. Looking backward over the past 
few years, we can see that the banks of 
the country permitted the Reconstruction 
Finance Corporation to make many good 
loans which have subsequently been repaid, 
and which the banks themselves might have 
made with fair profit and without loss, But 


205 





206 


at the time the banks preferred to buy Gov- 
ernment securities and thus provide the 
Reconstruction Finance Corporation with 
the funds which it in turn loaned to the 
borrowers. If we had been on our toes, 
we might have collected some of the 
“middleman’s profit” which went to the Re- 
construction Finance Corporation. 

As to small personal loans, I am not quite 
so optimistic as some others. Throughout 
New York State there has been a rush of 
banks to establish personal loan depart- 
ments following a recent amendment to the 
banking law which permitted banks to en- 
gage in this type of business. But I have 
had some mental reservations about climb- 
ing on the bandwagon at this time because 
of the possibility that excessive competition 
in the personal loan field may ultimately 
result in the acceptance of poor credit risks 
by some lending organizations. The proper 
time to have gone into the personal loan 
business was about ten years ago, in my 
opinion, but few of us realized it then. 

To return to the subject of loan experi- 
ence in recent years, the most definite con- 
clusion which I have been able to reach is 
that the character and integrity of the bor- 
rower is far more important than all the 
financial statements and other credit in- 
formation that can be compiled by our ac- 
countants and credit men. This is just as 
true in the large city as it is in the small 
town or village. 

Once having satisfied ourselves as to the 
character of the borrower and the honesty 
of his intentions—and this applies to the 
managements of corporations as well as to 
individual proprietors—we have found that 
better results have been obtained by co- 
operation with the borrower in the matter 
of reduction of the loan, rather than press- 
ing him for immediate repayment in full. 
In other words, where the borrower is 
honest, and we are sure of that fact, we 
have adjusted his scale of repayment to 
conform with his capacity to pay, and ex- 
perience has shown the wisdom of this 
course of action. In many cases, if we 
had pressed for immediate liquidation in 
full, we would have gotten “other real es- 
tate” and judgments, instead of cash. 

To illustrate these points, I will cite a 
few cases from our own credit files. In 
1928, we made a loan of $21,000 to an in- 
dividual engaged in the real estate and in- 
surance business. The loan was secured by 
marketable collateral, which depreciated be- 
low the amount of the loan after the stock 
market crash in 1929. The borrower gave 
us a second mortgage and a life insurance 
policy as additional collateral and in the 
latter part of 1933 started to reduce his 
loan at the rate of $250 per month, which 
payments have been continued up to the 
present time. Another bank pressed him 
severely for payment of a similar loan and 
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as a result we have obtained all of his busi- 
ness. The loan has been reduced to less 
than one-third of its original amount and 
is now adequately secured by marketable 
collateral. 

In 1929 we were loaning a chemical com- 
pany $15,000, which they were unable to 
reduce without impairing working capital. 
Their plant was free and clear and we ac- 
cepted a first mortgage as collateral and 
arranged a definite plan of liquidation which 
would not interfere with their operations, 
The loan has been reduced to $3000, and 
the company now carries balances in ex- 
cess of the amount of the loan. 

Another instance relates to a company 
engaged in the manufacture of soft metal 
castings. On the basis of experience with 
this company over a period of many years 
ind knowledge of the character of its man- 
agement, we loaned the company $6500 in 
October, 1931, for working capital. Although 
the company earned no profits in 1932 and 
1933, it nevertheless reduced the loan $250 
every three months in 1932 and $250 every 
two months in 1933, in accordance with a 
liquidation agreement. Business improved 
considerably during 1934, and the loan was 
paid off in full about the middle of that 
year. A new loan of $10,000 made early 
last year was reduced to $5000 in six 
months. 

These few actual cases will serve to illus- 
trate the importance of character and hon- 
esty on the part of the borrower. 

Another conclusion which we have reached 
is that the most serious losses are taken 
on large loans. In other words, it is far 
better to have ten loans of $50,000 each or 
twenty loans of $25,000 each than a single 
loan of $500,000. In common with other 
banks, our institution has taken its share 
of loan losses and the losses which really 
hurt were those which grew out of six figure 
loans. 

Another important element of loan ad- 
ministration policy has been the diligent 
follow-up of charged off loans. About three 
years ago we established a special depart- 
ment which was charged with this duty, 
and the results have paid for the expenses 
of this department many times over. The 
manager of such a department must be @ 
combination of a lawyer, a diplomat, a 
credit man, and a detective. If any of 
you can find such a man, I would strongly 
advise setting up a department for the col- 
lection of charged off loans. 


The Bank’s Budget 


Expense Control formed the topic of 
an address by Arthur J. Linn, comp- 
troller, Hamilton National Bank, Wash- 
ington, D. C. Mr. Linn said that “a 
budget based on the experience of pre- 
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vious years is a great starting point 
to begin thinking about the future. It 
introduces the principle of cause and 
effect and often raises questions that 
would not otherwise arise. Conse- 
quently, we can assert that expense con- 
trol begins with the budget as a basic 
guide.” 

In concluding his address, Mr. Linn 
said: 

Watching expenses is a popular pursuit 
during times of depression—a pursuit that 
is easily deserted in time of affluence. The 
serious effect of extravagance and lack of 
expense control during periods of large 
profits and general prosperity is always 
cumulative. The complete banker is one 
who has not forgotten adversity. 


Speaking on “Budgetary Control,” 
Ralph E. Bailey, comptroller of the 
National Shawmut Bank, Boston, de- 
fined budgeting as “a process of plan- 
ning—of projecting past experience 
into the future. It represents a code 
defining the limits of change or direc- 
tion which have been consciously de- 
cided upon.” 

He did not regard budgetary control 
as a substitute for wise leadership, the 
result of experience, without which no 
business can long survive. And while 
stating that there was a common de- 
nominator for all budgets, “a budget 
program must be tailored to fit the in- 
dividual case.” 


Income from Service Charges 


Speaking on this topic, John J. Dris- 
coll, Jr., C. P. A., Philadelphia, Pa., 
said that many service charges were in- 
sufficient not only for providing a profit 
but for meeting the actual cost of 
handling the items. “Service charges,” 
he said, “should be based on facts, if 
they are to be fair to both the depositor 
and the bank.” If these charges did 
not include an element of profit, “we 
are merely trading dollars at the best.” 
Analyzing the cost of handling small 
notes, services in connection with pur- 
chase and sale of securities for custom- 
ers, and safe-deposit rentals, he had 
reached the conclusion that in many 
cases the charges were too low to afford 
a profit. In summarizing his conclu- 


207 


sions, he said: “to soundly increase in- 
come, to maintain a reasonable earning 
power, and at the same time be fair 
to both our customers and ourselves, it 
is necessary that we know accurately 
what the existing condition and facts 
are in our own bank.” 


Public Relations 


How one bank has met with success 
in developing relations with the public 
was described by Dunlap C. Clark, 
president of the American National 
Bank, Kalamazoo, Michigan. One of 
the main objects was to get people to 
understand that the bank had no secrets 
—that the people are entitled to in- 
formation concerning the bank’s condi- 
tion and operations as complete as that 
demanded from borrowers. And Mr. 
Clark said that the bank let it be known 
that it was ready to make loans, in ac- 
cordance with sound credit conditions, 
with the result that in a period of 
eighteen months local loans had in- 
creased by 253 per cent. Then all the 
legitimate avenues of approach to wider 
public relations were carefully ex- 
plored and utilized. 

“Are we bankers lazy?” Mr. Clark 
asked, and answered his question by 
saying “by and large, I think we are.” 
But in his bank, not only employes but 
senior officers are required to make 
stated calls on their customers. 

Mr. Clark declared that the general 
policies adopted by his bank resolved 
themselves into one thing—‘“the entire 
personnel from the president to the 
youngest staff member must know how 
to sell the institution and know what 
he is selling.” 

Banking and Public Relations was 
the subject of an address by Earl V. 
Newton, assistant secretary of the 
Cleveland Trust Company, Cleveland, 
Ohio. 

Like Mr. Clark, he emphasized the 
desirability of having the bank thor- 
oughly understood by its officers and 
employes. 


Our public must be made to feel, he 
said, that every officer and employe of our 
banks has a technical knowledge of finance, 
banking laws and economics. 





EXAMINATIONS - SYSTEMS - TAXES 
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Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


Frank Totten, of The Chase National 
Bank, once said that “to impart knowledge 
it is necessary to know. And in order to 
tell anyone anything, you must first be 
versed in the subject matter yourself.” 

It seems very illogical for us to expect 
our customers and the general public to 
have a proper understanding of the func- 
tions of a bank, if our own employes are 
lacking in their knowledge of banking and 
economic principles. The vast army of bank 
employes of this country properly educated 
through the American Institute of Banking 
offers after all the best means to the solu- 
tion of many of our public relations prob- 
lems. 


Paul S. Detwiler, assistant cashier 
of the Philadelphia National Bank, 
Philadelphia, Pa., spoke on “Banking 
Talks to Schools and Clubs.” His ad- 
dress was especially valuable, for it set 
forth the results of his more than ten 
years of experience as chairman of the 
committee on public education of the 
Pennsylvania Bankers Association. He 
explained fully the methods used in 
furnishing information to the schools 
on matters relating to banking, money 
and credit, and the results achieved, and 
in concluding his address said he was 
“firmly of the opinion that irrespective 
of any other methods or programs pres- 
ently adopted or in the future to be 
adopted, there is nothing of greater im- 
portance than personal contact with the 
public, both youth and adult, and the 
use of this contact as a means to im- 
part knowledge of the fundamentals of 
the banking business.” 

A demonstration of the use of the 
radio in extending knowledge of bank- 
ing relations was given by members of 
Pittsburgh Chapter of the American 
Institute of Banking: Harry C. Wehr- 
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New York City 


heim, assistant secretary, Lawrenceville 
branch, Peoples-Pittsburgh Trust Com- 
pany; Fred G. Loscamp, Jr., Melbank 
Corporation, and Charles E. Coates, 
assistant treasurer of the Colonial Trust 
Company. 


The Education of a Banker 


It is comparatively a new idea in this 
country that a banker should be spe- 
cially trained for the practice of his 
profession. But, speaking on the topic, 
“Bank Officers in School at Forty,” 
Walter B. French, executive vice-presi- 
dent of the Trust Company of New Jer- 
sey, Jersey City, N. J., declared strongly 
in favor of such training. “What I 
should like to suggest,” said Mr. 
French, “is to bring the general stand- 
ards of the profession up to a level 
where they can’t be criticized. We 
should insist that a man have certain 
qualifications before he can come in 
and manage the affairs of a bank. A 
lawyer can’t practice without a certifi- 
cate of qualifications. A doctor must 
have the same kind of certificate before 
he can practice. Both these professions 
are exceedingly important but, I ask 
you, is administering the affairs of a 
bank any the less so? Investing the 
funds of the public is a great trust and 
only qualified bankers should be al- 
lowed the privilege. Just because a 
man has demonstrated his ability to 
make money in some other business 
does not mean he can conduct the af- 
fairs of a bank successfully, as many 
have found out.” 


Mr. French gave a description of the 
course of banking study at the Gradu- 
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ate School of Banking, Rutgers Uni- 
versity, which he strongly commended. 


Personal Loan Departments in Banks 


Here is what is generally considered 
as a new departure in banking, although 
many banks, particularly those in the 
smaller towns, have long made loans 
on the personal character of the dealer, 
and without much regard to actual col- 
lateral. 

Speaking on this subject, Morris 
Bernhard, trust officer of the Hudson 
County National Bank, Jersey City, 
N. J., thus explained the reason why 
the personal loan department is now 
receiving so much attention: 


In recent years, the growth of the per- 
sonal loan department in banks throughout 
the country has been phenomenal. The 
reason for this is twofold: First, it repre- 
sents a profitable outlet for large amounts 
of uninvested banks’ funds; second, and this 
is perhaps the more important reason, it is 
the tacit acceptance of a fundamental 
change in the general trend of American 
banking practices. The fact is that banks 
in reserve cities and in smaller towns, like 
the banks in the central reserve cities, must 
invest their huge surplus funds in United 
States Government obligations, yielding at 
present the lowest return on record in the 
financial history of the United States, or 
continue to wait for so-called commercial 
loans, which, however, do not appear on 
the immediate horizon. In fact, commercial 
loans in the strict sense of the word have 
not been available to the average bank in 
any substantial volume for the past ten 
years. A careful analysis of loans financed 
through personal loan departments, even 
though the purposes for which they are 
made may vary slightly, prove that personal 
loans in effect mean financing of consumer’s 
credit. 


In conclusion, Mr. Bernhard said that 
the vast field of financing consumers’ 
credit had not been touched, and that 
its possibilities are tremendous. 

Frank W. Sutton, Jr., president of 
the First National Bank, Toms River, 
N. J., spoke on “The Place of FHA 
Mortgages in Savings Banks and Sav- 
ings Departments.” The experience of 
his bank with such loans is instructive, 
it having granted 103 loans, aggregat- 
ing $435,700 since about March 1, 1935, 
without a single default for a period 
of thirty days. 
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Gilbert T. Stephenson, director of 
trust research, Graduate School of 
Banking, spoke on “Preserving the As- 
sociation Between Banking and Trust 
Business,” pointing out, in the course 
of his address, that if trust business 
were required to be dissociated from 
banking, trust service as a private en- 
terprise would be restricted to the cen- 
ters of population and wealth. 


The Value of Research in Banking 


At the concluding session of the con- 
ference on January 29 there were three 
addresses on this topic. President Tom 
K. Smith spoke on “Utilization of Re- 
search by the American Bankers Asso- 
ciation”; Wood Netherland, vice-presi- 
dent of the Mercantile-Commerce Bank 
and Trust Company, St. Louis, Mo., on 
“Research on Federal Lending Agen- 
cies, Postal Savings and Bank Charter- 
ing”; Ben E. Young, vice-president of 
the National Bank of Detroit, Detroit, 
Mich., on *“‘Research in Costs and 
Methods of Operation”; and John Rem- 
ington, vice-president, Lincoln-Alliance 
Bank and Trust Company, Rochester, 
N. Y., on “Research in the Trust Field.” 


President Smith said there wefe two 
current views relating to research: one 
considering it “a high-sounding name 
for plain nonsense,” and the other as 
“the speedy solution to all our prob- 
lems.” He looked on both views as 
extreme, and said: “Research, after all 
is simply a process of finding out facts 
about something, and you need to know 
the facts in order to decide what course 
to pursue.” He did not feel that re- 
search in banking was either a tem- 
porary fad or a panacea for all our 
ills. 


Mr. Remington stated that some of 
the leading problems in trust business 
which demand research are: A study 
relative to proper laws for the invest- 
ment of trust funds; the separation or 
non-separation of trust and banking 
business; and the extension of trust 
service to people of small means. 


——t 


*The principal parts of Mr. Young’s ad- 
dress are published elsewhere in this issue. 








New York Bankers in Mid-Winter Conference 


EMBERS of the New York State 
Bankers Association held their 
mid-winter conference in New 

York, January 25. Interesting reports 
were made by the committees on legis- 
lation and education, and by the com- 
mission for the study of banking struc- 
tures. 

Among the recommendations made 
by the committee on legislation was 
one relating to the exemption of mem- 
ber banks from taxation under the Na- 
tional Security Act, while such taxes 
apply to non-member banks. The com- 
mittee’s report declared that “all banks 
should be subject to the Social Security 
Act and the taxes payable thereunder.” 

The report of the commission on 
banking structure dealt with the growth 
in real estate loans by commercial 
banks and a study of Federal lending 
agencies that compete with the banks. 

From the report of the committee on 
education a few salient paragraphs are 
selected relating to “what can be done 
to assist banks in their employe rela- 
tionships.” 


Regardless of what has been said and 
done about the subject, bankers, with few 
exceptions, have been and are rather slow 
to adopt suggestions to improve customer 
relations. The committee is inclined to be- 
lieve that little can be accomplished with 
a public relations program in a bank where 
the directors, officers and other employes 
are not conscious of the important fact that 
efficient and courteous service to the public 
is essential to gain and retain public con- 
fidence and esteem. 

Public understanding of our banking sys- 
tem is not a thing to be attained in a day. 
Public confidence is an intangible asset that 
must be assiduously acquired through con- 
tinuous effort over an extended period of 
time. This cannot be accomplished in a 
day. It will require weeks of hard work, 
but some fateful day in the future you will 
be thankful for those weeks of work. 

The plan must begin from within. Policies 
must be right, the organization must func- 
tion smoothly and harmoniously, manage- 
ment must be capable. Unless the manage- 
ment can assure the community that a 
sound and profitable institution is being 
operated as a helpful and constructive force 
in the community, then all efforts to sell 
that institution to the public must fail. 
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The first essential for any employe rela- 
tions program is a_ well-formulated and 
constructed personnel policy understood 
and carried out by officials, executives and 
minor employes of the bank. 

Satisfactory customer’ relations are 
largely founded upon a well-trained, effi- 
cient, intelligent and courteous bank per- 
sonnel. 

Public opinion is the foundation of our 
economic, social and political institutions. 
For this reason the chief concern of every 
executive should be a constructive program 
of public relations. 


An interesting address on the subject 
of “This Puzzling Field of Bank Invest- 
ments” was made by J. Herbert Case, of 
R. W. Pressprich & Co., New York, and 
formerly connected with the Federal 
Reserve Bank of New York. These were 
some of the investment problems he had 
been asked to solve, Mr. Case said: 


“What shall we do about our bond 
account? When shall we act on it— 
and how? Precisely at what moment 
should we switch from short to long- 
term obligations—at what moment from 
long to short? Shall we sell now, or 
shall we hold; and which maturities 
shall we sell or hold? Finally, what 
shall we buy—we who are large hold- 
ers of long-term bonds—as additional 
funds accumulate?” 


Mr. Case said that he was not wise 
enough to answer these questions, and 
did not believe that anyone could. 


He approved the practice of some 
banks in writing off all bond premiums 
above par, so that the bonds might ap- 
pear on the bank’s books at par or less, 
and the policy of selling sub-standard 
or defaulted issues at a possible loss 
from book values, this loss to be ab- 
sorbed by selling some high premium 
bonds. 


A notable address was made at this 
meeting by Raymond W. Ball, presi- 
dent of the New York State Bankers 
Association, and president of the Lin- 
coln-Alliance Bank and Trust Com- 
pany, Rochester, N. Y. This address 
is published in full elsewhere in this 
issue. 


Research in Costs and Methods of 
Operation 


By BENJAMIN E. YOUNG 
Vice-President, National Bank of Detroit, Michigan 


NDOUBTEDLY, a substantial bank- 
ing house and sturdy, serviceable 
equipment are valuable things for 

a bank to own. They not only provide 
the place and the means for transact- 
ing business but they help to create a 
desire on the part of a customer to do 
business with our bank rather than with 
the flimsy, unhealthy-looking outfit 
down the street. 

But why is it that the bank always 
feels it necessary to house itself in the 
finest building in town? Is it the rich- 
est business in town? Does it have 
more money to spend than any business 
in town? Even if it were the richest 
business, is it well to advertise that 
fact? In such a case are not its de- 
positors entitled to demand more of a 
cut-in either by way of additional in- 
terest or services or perhaps smaller 
service charges? Or perhaps its stock- 
holders could use a little more in divi- 
dends. Of course if neither customer 
nor stockholder wants any of this money, 
one could put it away for a rainy day 
and it might be the source of a lot of 
comfort when bad times come again. 

I think this whole subject of bank 
buildings and equipment, and add to it 
stationery and supplies, needs a lot of 
study on the part of individual banks. 
We have let our ideas of proportion go 
sadly awry in many, many cases and 
we need to learn anew that the greatest 
honor attends that banker who can best 
and longest serve his customer and 
stockholders—not to him who can live 
in the greatest style. 


Service Charges 


We have gone a long way in our 
efforts to end unprofitable bank ac- 


From an address before the Regional 
Banking Conference at Pittsburgh. 


counts. Practically every bank today 
has in operation some form of stop loss 
charge applicable to accounts which do 
not conform to certain established 
standards. Such a procedure has be- 
come necessary, both from the stand- 
point of insuring the health of the bank 
and from that of fair treatment to all 
depositors. In a personal sense, I have 
been much interested in that result, for 
I have burned many a midnight candle 
in the study of this subject and have 
traveled many a mile in preaching this 
gospel. 

Like most innovations, however, our 
system is not yet perfect. Our service 
charges must, in the last analysis, have 
a direct relationship to our costs of do- 
ing business, plus, if you please, a 
reasonable profit. But there are too 
many kinds of service charge schemes 
in effect. Certainly there are not so 
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many ‘differences in costs of doing busi- 
ness. There is a fairly scientific answer 
to the need for a formula for finding 
item costs and we all should give the 
matter attention to the point of arriv- 
ing at a sane and sensible result. 

There is one conclusion I have 
reached in this regard: Sooner or later 
we must measure all accounts with the 
same ruler. After all, the elements are 
the same in the small account and the 
large—they consist of maintaining the 
account and handling the activity 
thereon. Balances either will or will 
not justify that activity and the charge 
is made where they do not. There seems 
no justification for the measured service 
charge if it arbitrarily aksesses against 
one account by one method and another 
account, of a different size, by another. 
That procedure is unfair to one group 
or the other and in the long run an 
unjust practice, even though it involves 
but a few cents per month, should not 
and will not stand up. 

May I now mention two items of ex- 
pense: 


Salaries and Advertising 


In my mind certain items of bank ex- 
pense always associate themselves. Such 
un association occurs in the items of 
wages paid employes and advertising. 
You know, these two things are hard 
to disassociate, for example: 

The man of the house reads in the 
evening paper what a fine bank we 
have and then listens to the young bank 
clerk, who calls on his daughter, discuss 
the low salaries that particular bank 
pays its front line salesmen, the em- 
ployes. 

Another man spends a great half 
hour with the president of the bank 
and then goes by the teller’s window 
to make his deposit. The teller, usually 
quite cheerful, is in bad humor that 
morning—he got a notice last night his 
rent is going up $10.00 the first of the 
month and his wife read to him at 
breakfast all about the president’s salary 
from that interesting document pub- 
lished by the U. S. Government about 
this time of the year. Upon which of 
those two contacts does the man base 
his opinion of the bank? 
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Well, there is advertising and adver- 
tising. I believe in advertising, | am 
a strong believer in it. But I think my 
definition of the term might differ from 
some. To me it means, “Put your best 
foot forward—show your wares to best 
advantage.” Now, I think the very 
best advertising we can buy is that of 
a spick and span, loyal, eager, enthu- 
siastic official and employe personnel. 
After that comes advertising by news- 
paper, magazine, booklet, radio, ele- 
phant banks and the like. Of course, 
you can’t just buy spick and span per- 
sonnel with money, you have to earn 
it and deserve it. But money plays a 
great part—money for salaries, for 
schooling and for final retirement after 
a life of useful service. 

Let’s study our advertising program 
and be sure we are spending the money 
in the right places. I should like to see 
a major bank management commission 
study directed at this combination sub- 
ject—salaries and advertising expense. 


Interest 


Interest always has been a major 
item of cost in banks. By law we no 
longer pay interest on demand deposits 
and as interest rates received on loans 
and investments have gone down and 
down, most of us pay very little interest 
on so-called time deposits. We just 
can’t afford to. But is that a good 
answer to the problem? Suppose rates 
of interest received from loans and 
short term investments remain low for 
a long period of time, will the people 
leave their savings in the banks at 1 per 
cent. or 114 per cent. interest, or will 
they seek other avenues of investment 
for longer periods and at higher rates 
—perhaps to their cost in lost principal 
and certainly to our cost in lost de- 
posits? 

Is the answer to this question prop- 
erly made when we say, “We can’t af- 
ford to pay more interest?” Or is the 
correct answer, “We could pay you peo- 
ple a better rate if we looked hard 
enough to find a way?” What is the 
right answer to this problem? You 
know and I know that present tendencies 
can’t go on very long—that our prob- 
lem of. liquidity which is associated 
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with this inability to earn money enough 
to pay a good rate of interest is in- 
herent in our business and some origi- 
nal solution has to be found. Here is 
how one bank is nibbling at it—the 
Peoples State Bank of St. Joseph, 
Michigan, published the following ad- 
vertisement in January, 1937: 

“Interest rates. It is our wish to se- 
cure a number of mortgage loans of 
the highest grade where the borrower 
is able to make regular reductions on 
the principal. In order to secure loans 
to meet our requirements we offer rates 
to range from 4 per cent. to 514 per 
cent. per annum. These rates will de- 
pend entirely upon the desirability for 
our purpose of the mortgage loans 
offered. Preferential rates will apply 
only on loans over $1000.00. We in- 
vite you to discuss your loan problem 
with our officers for a full explanation 
of our plan. 

“Recently we found it necessary to 
reduce to 1 per cent. the rate of interest 
paid on savings accounts, which are 
payable on demand. To many of our 
customers a savings account with this 
institution is their only form of invest- 
ment, and with that thought in mind we 
are now prepared to offer 2 per cent. 
per annum on certificates of deposit is- 
sued for a five year period. Interest on 
these certificates of deposit will be paid 
semi-annually, but the principal will be 
payable only at maturity. Such cer- 
ticates of deposit will be issued in units 
of $100.00 and $500.00 and will be 
negotiable. We will be pleased to dis- 
cuss a savings certificate of deposit with 
you. 

_ Now, 1 think this is only a beginning 
in so far as the whole problem is con- 
cerned but it does show that one banker 
is working at the problem and within 
the ability provided him by Federal 
deposit insurance, since he cannot by 
law segregate assets and capital to pro- 
tect long term depositors, he is doing 
something about it for the good of his 
bank and of the people in his com- 
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munity. We all may well put our 
minds to this subject in a continuing 
way. It cries for solution. 


Dividends 


Banks should study dividend policies 
intently and constantly. It cannot be 
said that the majority of banks have 
been wise in their dividend policies and 
that probably is true also of business 
generally. However, we in banking 
must give a lot of thought to the mat- 
ter. 
The thing I have in mind in raising 
this question is twofold: Not only have 
difficulties come from dividends too rich 
for the bank’s earning levels, but it has 
proven to be peculiarly difficult to ad- 
just bank dividends downward without 
affecting adversely the people’s con- 
fidence in the bank. Actually, there 
is nothing with which bank executives 
and bank directors have to do that re- 
quires more deliberate judgment than 
does the establishment and maintenance 
of a wise dividend policy. 

In the main, banks undoubtedly 
have been too liberal in good years in 
the payment of dividends. And to main- 
tain a rate, once established, many 
bankers have made loans and _invest- 
ments of a nature and for periods of 
time that they would not have consid- 
ered under other circumstances. The 
great depression brought an end to 
many such chapters and probably few 
banks today are in the high brackets. 
It would be well to avoid excesses in 
the future—earnings belong to stock- 
holders while they lie in surplus, un- 
divided profits and reserves just as truly 
as when they go forward by means of 
dividend checks and undoubtedly. de- 
positor, stockholder and banker will be 
much happier in the long run if divi- 
dends are more moderate but longer 
continuing. I repeat, too much thought 
cannot be devoted to this subject and, 
of course, decisions must be made in 
light of each bank’s circumstances. 
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Capital and Surplus as Protection for 
Bank Deposits 


By Frank P. SmitH AnD RALPH W. Margulis 


OR many years there has been a 

growing interest in the protection 

of bank creditors from losses caused 
by bank failures. At first the safeguard- 
ing of noteholders was of primary con- 
cern. But with the growing importance 
of demand deposits, security for deposi- 
tors has become of greater moment. 

Plans providing for the protection of 
bank depositors have included unlimited 
liability of members of banking firms, 
double liability for bank shareholders, 
state guaranty funds, Federal deposit 
insurance, and capital and surplus re- 
quirements. In the United States, since 
the Civil War, greatest reliance has been 
placed on double liability requirements. 
By 1930 the national banks, and state 
banks incorporated in thirty-eight states, 
were subject to double liability provi- 
sions. But by 1936 these provisions 
had been abolished for national banks 
and for state banks in seventeen of these 
states. 

To replace the ineffective double lia- 
bility provisions, and in some states to 
supplement them, legislators are now 
relying on Federal deposit insurance 
and on laws increasing the minimum 
capital and surplus required of state 
and national commercial banks. 

There are four phases of the prob- 
lem of strengthening the capital struc- 
ture of banks to provide greater secu- 
rity of deposits: 

1. Minimum capital requirements, 

2. Required surplus, either paid in or 
built up from profits, 

3. Payment of stock subscriptions and 
paid-in surplus, and 

4. Maximum ratios of bank deposits 
to combined surplus and capital. 


Early Regulation 


It is only in recent years that much 
consideration has been given to capital 
and surplus as a primary means of safe- 


guarding deposits, but it must not be 
assumed that capital requirements are 
of recent origin. The individual charters 
by which the earliest banks in the 
United States were incorporated gener- 
ally established minimum capital for 
each bank, although they were often 


The authors of this article are col- 
leagues at the University of Rochester, 
Rochester, N. Y., where Dr. Marquis 
is assistant professor in Economics 
and Dr. Smith is an instructor in the 
same department.—EDITOR. 


silent as to how and when the pay- 
ments for stock were to be made. When 
the free banking acts provided for the 
general incorporation of banks, it was 
considered necessary in most cases to 
establish general regulations concerning 
minimum capital and the methods by 
which capital should be paid. 

Table A is designed to show the 
earliest dates at which general banking 
legislation was enacted by the states 
prior to 1861. The table must not be 
considered as summarizing the status 
of capital requirements in 1861, for 
some of the original laws may have 
been dropped by this date. No attempt 
has been made to include individual 
charter provisions except in the case 
of the Pennsylvania law of 1814 which 
provided for the incorporation of forty- 
one banks under uniform provisions for 
the payment of capital. 

By 1861, laws providing for the gen- 
eral incorporation of banks had been 
enacted in eighteen states. In nine of 
these states the first general minimum 
capital requirements were included in 
the free banking acts. Seven of the 
states enacting free banking laws had 
made no legislative provisions for 
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TABLE A 


Earliest Dates at Which Laws Concerning Free Banking, Minimum Capital, Pay- 
ment of Capital and Accumulation of Surplus Were Enacted by 
the State Legislatures, Prior to 1861 


Date of Law 
Regulating 
Minimum 
Capital 


Date of 
Free Banking 
States 


Alabama 

Connecticut 

Florida 

Illinois 

Indiana 

NS RR ee a 
Kentucky 

Louisiana 


Massachusetts 
Michigan 
Minnesota 
New Jersey 
New York 
Ohio 
Pennsylvania 
Rhode Island 
Tennessee 
Virginia 
Vermont 
Wisconsin 


minimum capital by 1861. In one of 
the two remaining free-banking states 
free banking preceded minimum capi- 
tal legislation; in the other state the 
order of enactment was reversed. 

In seven states the free banking laws 
first introduced generai requirements 
for the payment of capital. Six of the 
free banking states had, by 1861, made 
no legislative provisions for payment. 
The free banking acts of the other five 
states were passed from nine to thirty- 
eight years after capital payment regu- 
lations had been enacted. 

The Jaws concerning minimum capi- 
tal varied but little in this early period. 
Of the thirteen states having minimum 
capital requirements, eight established 
$50,000 as the minimum; three adopted 

‘Illinois, Indiana, Iowa, Michigan, New 
Jersey, Pennsylvania, Rhode Island, Ver- 
mont. 


Date of Law 

Regulating 

Payment of 
Capital 


1819 


Date of Law 

Regulating 
Accumulation 

of Surplus 


$25,000.2 Two other states, Alabama 
and New York, set $100,000 paid-in 
capital stock as the minimum. _ Illinois 
required that $50,000 of stock be sold 
before beginning business, whereas the 
majority of the states merely established 
the minimum requirements and _ then 
adopted laws covering the time and 
manner of payment. Some states also 
passed laws fixing the maximum capital 
stock. Vermont forbade more than 
$200,000 of capital, New Jersey and 
Ohio $500,000, and Pennsylvania set 
the maximum at one million dollars. 

The early provisions for the payment 
of capital varied greatly, due in part 
to the insertion of unusual provisions 
in particular charters. The most strin- 
gent provisions were found in those 

2Minnesota, Ohio, Wisconsin. Ohio first 
adopted $50,000, then changed to $25,000 
as the minimum. 
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states such as Iowa, Louisiana, New 
York, and Ohio which required that all 
of the capital (or at least all of the 
minimum capital, as in Iowa and New 
York) be paid in before the bank might 
open for business. The least stringent 
regulations were to be found in the 
early charters, with payments as low as 
one-tenth of capital required. Michigan 
required that 40 per cent. of the capi- 
tal be paid in; Alabama, Connecticut, 
Massachusetts, Rhode Island and Ver- 
mont required one-half, and Virginia 60 
per cent. 

Only two states, Massachusetts and 
Virginia, had any general requirements 
regarding the accumulation of surplus 
before 1861. The Massachusetts law 
of 1822 required surplus only through 
the provision that no dividends should 
be paid by banks until the whole capi- 
tal had been paid in. The Virginia law 
of 1837 required banks to maintain a 
surplus of at least 5 per cent. before the 
payment of any dividends. 

Although bank charters granted by 
at least seven states in this early period 
made occasional provision for the ac- 
cumulation of small surpluses, the gen- 
eral opinion, based on fear of large 
moneyed corporations, was that a bank 
should not be permitted to acquire very 
considerable funds in excess of capital.* 
As late as 1846 the Connecticut Bank- 
ing Commission stated that “banks 
should not be allowed to accumulate a 
large surplus, as it would tempt those 
who knew the true condition of the bank 
to take advantage in the purchase of 
stocks of those who were less well in- 
formed." 

The charter provisions referring to 
surplus in no case required the accumu- 
lation of funds large enough to afford 
any significant protection to depositors. 
One type of charter provision required 
only that dividends should not be paid 
until a certain amount had been paid 
on subscribed stock. A second type of 
provision is found in the revision of the 
charter of the Mechanics’ Bank (Mary- 


_— 


D. R. Dewey, State Banking Before the 
Civil War, Senate Document no. 581, 1910, 


p. 225. 


‘Ibid., p. 225, 
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land) in 1806, in which the bank was 
required to accumulate a fund equal to 
1 per cent. of the capital stock from 
profits, to serve as a contingent reserve.® 
In the articles of association of the 
Merchants’ Bank, incorporated in New 
York in 1805, the directors were not 
required, but permitted to retain at least 
1 per cent. of the capital.® 


National and State Legislation After 
1863 


The passage of the National Bank 
Act in 1863, and the revision of 1864. 
did much to strengthen the capital 
structures of banks. This was accom- 
plished not only through the regulation 
of national banks, but also by stimulat- 
ing new and revised legislation relating 
to state banks. Minimum capital for 
national banks was fixed according to 
the population of the city in which the 
bank was located. For banks in the 
largest cities $200,000 was the mini- 
mum; in cities of not more than 50,000 
population, banks might be organized 
with $100,000 of capital; and in local- 
ities of less than 6000 population the 
minimum might be $50,000, provided 
the Secretary of the Treasury approved.? 

In the fifty years immediately follow- 
ing the passage of the National Bank 
Act much new state legislation was en- 
acted tending to strengthen the capital 
structure of state banks. The provisions 
of the National Bank Act regarding 
minimum capital, varying according to 
population, the payment of capital, and 
the accumulation of surplus were copied 
widely in the new state legislation. By 
1910 state banking laws reflected an in- 
creasing insistence on higher minimum 
capital, of which a greater part was to 
be paid in and which was to be supple- 
mented by increased surplus accumula- 
tions. This sentiment has been ex- 
pressed since 1910 by the enactment of 


5A. C. Bryant, History of State Banking 
in Maryland, 1899, p. 33. 


*P. G. Hubert, The Merchants’ National 
Bank, 1903, p. 7. 


‘From 1900 to 1933 banks in localities of 
less than 3000 could be organized with $25,- 
000 capital. 
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TABLE B 


Number of States Requiring Minimum Capital, by Type of Requirement 


Minimum Capital 
Based on 
Year Population 
1910 28 
1930 4] 
1935 42 


new and improved legislation. The 
changes in these requirements regarding 
capital structure have been summarized 
in Tables B, C, D and E, using the se- 
lected years 1910, 1930 and 1935.8 


Minimum Capital Requirements 


The great variations to be found in 
laws fixing minimum capital according 
to population make a complete sum- 
mary of these requirements impossible. 
Tables C and D, showing minimum re- 
quirements in smallest towns and larg- 
est cities for the various states, indi- 
cate the trend toward higher capital 
minimums. 

‘Data for 1910 were obtained from S. A. 
Welldon, Digest of State Banking Statutes, 
1910, and G. E. Barnett, State Banks and 
Trust Companies Since the Nationtl Bank 
Act, 1911. 

Data for 1930 and 1935 were obtained 
from Compiled Laws and Session Laws of 
the different states. 


No Minimum 
Capital 
Requirement 


Fixed 
Minimum 
ll 
5 
5 


A simple average of the requirements 
for the thirty-nine states having legisla- 
tion in 1910 (Table C) shows $18,700 
as the average minimum in smallest 
towns. By 1930 the average require- 
ment of forty-six states for towns of 
this class had risen 35 per cent. to $25,- 
300. A further increase in the next five 
years brought the average to $28,600 
—53 per cent. above the 1910 figure. 

As in the case of minimum capital 
requirements for smallest towns, there 
was an increase after 1910 in the mini- 
mum capital for banks in the largest 
cities (Table D). The average require- 
ment in 1910 was $73,000. By 1930 
this average had increased 64 per cent. 
to $120,000. After 1930 the rate of in- 
crease was even greater. In the five- 
year period to 1935 the average rose 
94 per cent. above the 1910 figure, 
reaching $142,000. The number of 
changes made in minimum capital re- 


TABLE C 


Minimum Capital Required in Smallest Towns, by Capital and Number of States 


Minimum 
Capital 
Required 


of States 
1930 1935 


2 1 


Number 
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TABLE D 
Minimum Capital Required in Largest Cities, by Capital and Number of States 


Minimum 
Capital 
Required 


— 
oO 
— 
oO 


Ni NENOFRRFRFO 


quirements since 1910 are summarized 


in Table E. 
Payment of Capital 


The legislation which has been en- 
acted prescribing minimum capital is 
effective only if additional provisions 
are enacted to require the payment of 
subscriptions to capital stock. One of 
the outstanding weaknesses of our early 
banking systems was that capital stock 
was not paid for, or, in many cases, 
was exchanged for the subscriber’s per- 
sonal note. In 1910 eighteen states re- 
quired that capital stock be fully paid 
before the bank might open for busi- 
ness, and twenty-two states required that 
various percentages be paid in, the bal- 
ances to be paid over varying but defi- 
nite periods of time. By 1930 thirty- 
eight states required full payment and 


Number 


of States 
1930 1935 


2 1 


only ten permitted banks to open with 
a fraction of the stock paid for. Three 
of these had changed their requirements 
to fully paid stock by 1935, bringing 
the number of such states to forty- 
one.® National banks are still subject 
to the original provision requiring 50 
per cent. paid in, the balance to be paid 
within five months. 


Paid-in Surplus 


Paid-in surplus as a part of the capi- 
tal structure of banks has developed 

°Of the seven states permitting partial 
payment of capital in 1935, six require 50 
per cent. paid in (Kentucky, Louisiana, 
Michigan, Utah, Virginia, Wyoming); one 
requires 60 per cent. (Georgia). The time 
during which the balance may be paid 
varies from ninety days in Louisiana to one 
year in Georgia and Kentucky. 


TABLE E 


Minimum 
Capital 
Requirement 
Unchanged 
Increased 
Decreased 


Added 


1910 to 1930 


Changes in Minimum Capital Requirements 


Number of States 
1930 to 1935 
29 
12 
6 
1 
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TABLE F 


Paid-in Surplus Requirements 


Paid-in 
Surplus 
Required 
$2500 
10% 


1930 
No. of States 


States 


4 Col., Ida., Mont., 

=. Cor, 

15% 1 Ill. 

20% 5 
N. Mex., N. Dak. 

25% 1 Calif. 

50% 

100% 


Total ll 


since 1861. Such surplus was not re- 
quired prior to this time and was not 
required in the National Bank Act. The 
majority of the states have never 
adopted this method of strengthening 
the capital structure of banks, but in 
1935 paid-in surplus was an important 
element in eighteen state banking laws. 
Not until 1935 did the National Bank 
Act demand paid-in surplus. Section 
309 of the Banking Act of 1935 re- 
quires a paid-in surplus of 20 per cent. 
of capital stock before a national bank 
may commence business. Table F shows 
the amounts or percentages of capital 
stock required to be paid in under state 
laws, and the states which had such 
legislation on their books in the years 
1930 and 1935. 

There is little distinction from an eco- 
nomic point of view between paid-in 
surplus and capital; both represent con- 
tributions by stockholders of operating 
assets. Consequently the passage of 
legislation requiring paid-in surplus 
must be considered together with the 
laws governing minimum capital of 
banks. The figures given for minimum 
capital in Tables C and D and the re- 
quirements for paid-in surplus as shown 
in Table F indicate a substantial in- 
crease in recent years in the total capital 
with which banks in many of our states 
may commence business. The fact that 
an increasing part of this total original 
capital is represented by paid-in surplus 


Mich., Minn., N. H., 


1935 
No. of 
States 
1 Nebr. 
4 Col., Ida., Mont., Wyo. 


Ill. 

Md., Mich., Minn., Nev., 
N. H., N. Dak., Ohio 
Calif., S. Car., Utah 
Pa. 


Conn. 


States 


may be explained in part as an attempt 
to avoid the double liability provisions 
of state legislation. As double liability 
provisions are repealed there will be 
less incentive to bolster weak minimum 
capital requirements by adding paid-in 
surplus. Many states, on the other hand, 
have adopted more rigid requirements 
for paid-in and accumulated surplus to 
afford to depositors the security which 
was removed with the repeal of double 
liability laws. 


Accumulated Surplus 


A further means of strengthening 
capital structure of banks—and thus af- 
fording more security to depositors—is 
found in the requirement that before a 
bank may pay dividends it shall set 
aside as surplus a certain part of profits 
until the surplus reaches a stated per- 
centage of the capital stock of the bank. 
This requirement must be analyzed in 
its two parts: the percentage of profits 
to be set aside each year before divi- 
dends may be paid, and the percentage 
of capital stock which surplus must 
equal before the first requirement is 
ended. Table G shows the rates at 
which surplus must be accumulated from 
profits under state laws and Table H 
the proportions of surplus to capital 
stock which must be attained before the 
annual or semi-annual segregation of 
profits ceases. 
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TABLE G 


States Requiring Retention of Profits as Surplus Until Surplus Reaches a 
Required Per Cent. of Capital Stock 


Per Cent. of Profits 
to Surplus 


1Combination. 


Number of States 
1930 

25 
4 
5 
r 
4, 
4 

42 4 


The rate of accumulation changes after a certain part of the required 


surplus has been accumulated. Eg., all profits to be set aside as surplus until the surplus 
equals 20 per cent. of the capital, and thereafter 20 per cent. of the profits for each 
preceding period until surplus equals 50 per cent. of the capital. 


The National Bank Act, requiring 
that 10 per cent. of profits be set aside 
as surplus until surplus equaled 20 per 
cent. of capital stock, served as the 
model for early legislation in the states. 
In 1910 eighteen of the twenty-eight 
states requiring accumulated surplus 
followed the provisions applying to na- 
tional banks. By 1930 thirteen states 
had this provision, and by 1935 the 
number had dropped to seven. The 
proportion of capital to be accumulated 
in the form of surplus has been steadily 
increasing. A simple average from the 
data in Table H shows about 23 per 
cent. of capital required in 1910, 38 per 
cent. in 1930, and 52 per cent. of capi- 


tal in 1935. Table G indicates that the 
rate of accumulation also has been in- 
creased. Changes in the laws affecting 
rate of accumulation are summarized in 
Table J. 

The provisions of the National Bank 
Act remained unchanged until 1935. 
Section 315 of the Bank Act of that 
year changed the required surplus to 
an amount equal to the common stock, 
to be built up at the rate of 10 per cent. 
of net earnings before dividends may 
be paid. 


Capital-Deposit Ratios 


Minimum capital requirements based 
upon the population of the cities in 


TABLE H 


Surplus to Be Accumulated from Profits, Expressed as Percentage of the 
Capital Stock 


Per Cent. of Capital Stock 
Required as Surplus 


Number of States 
1930 1935 
1 es 
18 13 
5 3 
oe 1 
14 13 
‘ste 1 
4 11 
42 42 
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TABLE J 


Changes in the Rates of Accumulation of Surplus from Profits 


Required Percentage 
of Profits to Be 
Added to Surplus 


Percentage unchanged 

Percentage increased 

Percentage decreased 
Provision retained 
Provision added 
Provision dropped 
Total requirements 


which banks are located attempt to ad- 
just the required capital to the amount 
of business transacted. But to the ex- 
tent that the assets and liabilities of 
banks in a given locality may vary, the 
required capital and surplus propor- 
tional to this capital do not correspond 
closely to the volume of business done 
by the bank nor to the deposit liabil- 
ities for which capital is, in part, de- 
signed to furnish protection. A recent 
provision which is finding a place in an 
increasing number of state laws does 
correlate the capital structure of banks 
with deposits through a stipulation that 
the average deposits for a stated period 
shall not exceed a certain multiple of 
combined capital stock and surplus. 


Number of States 
1910 to 1930 1930 to 1935 


31 
9 
1 

41 
1 
1 

42 


When deposits do exceed such multiples 
the banking superintendent or other 
official may require an increase in capi- 
tal, a decrease of deposits, or an ac- 
cumulation of surplus to correct the 
condition of banks whose deposits ex- 
ceed the stated multiple of total capi- 
tal. Table K indicates the ratios pre- 
vailing in sixteen states in 1935. 


Commercial Banks in New York 
State 


To discover whether the new and 
more stringent requirements of state 
and national governments will have 
any influence in strengthening capital 
structures it is necessary to determine 


TABLE K 
Ratio of Deposits to Capital Stock and Surplus, 1935 


Number 
Ratio of States 


10 times 8 


States 


Ariz., Colo., Ind., Mass., Nebr.,1 N. Y,, 


m.. £. VE. 


121% times 
15 times 


25 times 
Other 
Total ] 


‘If capital is less than $25,000. 

*Deposits shall not exceed 15 times the capital plus 10 times the surplus. 

‘Capital and surplus to equal 10 per cent. of deposits of one million or less, and 
5 per cent. of deposits over one million. 

‘The ratio varies from 5 times capital and surplus when capital is under $20,000 to 
10 times when capital is over $100,000. 


Miss., Nev. 

S. Dak., Wis.? 
20 times la. 

Minn. 


Calif.,3 Texas* 
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what surplus reserves have been built 
up in the absence of these requirements. 
Table L shows the surplus accumula- 
tions of commercial banks in New York 
State. In 1929 these banks were re- 
quired to maintain a surplus equal to 
20 per cent. of capital. Early in 1936 
this requirement was changed to 65 per 
cent. 

In 1929, with over 82 per cent. of 
the New York banks having surpluses 
in excess of the 1936 provision, such a 
provision would have but little effect 
in strengthening capital. However, in 
1935, with 72 per cent. of the banks 
having surpluses of 50 per cent. or less 
of capital stock, and 78 per cent. with 
surplus of the required 65 per cent. or 
less, such a provision becomes of much 
greater importance. 

The law of New York also provides 
that the Banking Board may, at its dis- 
cretion, require that 10 per cent. of 
earnings be set aside as surplus until 
capital and surplus equal 10 per cent. 
of net deposits. The position of com- 
mercial banks in New York in 1929 and 
1935 in relation to this provision is 
shown in Table M. 

It will be seen from Table M that in 
1929 only twenty-four banks, and in 
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1935 only three banks had combined 
surplus and capital of less than the 10 
per cent. specified in the New York law. 
When surplus is built up to equal 65 
per cent. of capital stock by the banks 
in this state they should all be well 
within the established deposit-capital 
ratio. 


National and State Banks 


The surplus-stock and the deposit- 
capital ratios for national and _ state 
banks for the years 1929 and 1935, as 
shown in Tables N and P, indicate the 
changes occurring between those years, 
and the relative capital strength of 
banks under the two systems. 


Summary 


A comparison of requirements for 
national and state banks in 1930 and 
1935 with the condition of these banks 
for 1929 and 1935 as summarized in 
Tables N and P is not strictly accurate. 
The condition of banks was reported by 
states, summarized for ‘districts and 
averaged for the nation. To the extent 
that averages fail to disclose the condi- 
tion of individual banks they fail to 


TABLE L 


Distribution of New York State Commercial Banks According to Percentage of 
Surplus to Capital Stock, for the Years 1929 and 1935 


Percentage of 
Capital Stock 
Accumulated as 
Surplus 


Number 

of Banks 
2 
17 
22 
Total to 65 41 
66-75 14 
76-100 26 
Total to 100 81 
101-200 : 86 
201-300 44, 
Over 300 19 


Sept. 27, 1929 


Sept. 28, 1935 
Per Cent. Number Per Cent. 
of Total of Banks of Total 

.87 78 46.42 
7.39 43 25.59 
9.57 11 6.54 

17.83 132 78.55 
6.09 4 2.38 
11.31 7 4.17 
35.23 143 85.10 
37.43 19 11.30 
19.13 3 1.80 
8.21 3 1.80 
100.00 168 100.00 


Data prepared from statements of individual banks as given in the Annual Reports 
of the Superintendent of Banks, 1929, pp. 73-341 and 1935, pp. 69-251. 
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TABLE M 


Distribution of New York State Commercial Banks According to Ratio of 
Deposiis to Total Capital, for the Years 1929 and 1935 


Sept. 27, 1929 Sept. 28, 1935 
Number Per Cent. Number Per Cent. 
of Banks of Total of Banks of Total 


2 1.19 

: 1 .60 

14 5 5.36 

18 : 25 14.88 

23 y 34 20:22 

30 i at 22.01 

47 ‘ 24 14.28 

30 , 9.53 

25 ’ 8.34 
14 ‘ 3 

10.01-11.00 13 

11.01-12.00 p 2 
Over 12.00 ‘ 1 
168 


Deposits, as 
Multiples of 
Total Capital 


Data prepared from bank statements as given in the Annual Reports of the Super- 
intendent of Banks, 1929, pp. 73-341 and 1935, pp. 69-251. 





reveal situations where the requirements 
may not have been filled. But to the 
extent that averages show a central 
tendency, some value may be derived 
from making comparisons. 

No state, with the exception of Texas 
(Table K), has seen fit to establish a 
maximum deposit-capital ratio whereby 
deposits are not permitted to equal or 
exceed ten times the amount of com- 
bined capital and surplus. The average 
ratios for national and state banks, both 
for 1929 and 1935, are well below this 
figure. Although a few individual 
banks (three in New York, see Table 
M) might be required to increase sur- 
plus to conform to such a provision, the 
majority of our banks would be un- 
affected by the extension of such legis- 
lation to other states or to the national 
banking system. 

A comparison of surplus accumula- 
tions with surplus requirements in 1929 
shows that the average accumulations 
for both state and national banks ex- 
ceeded the requirements. The average 
requirement in the forty-two states hav- 
ing such legislation called for an ac- 


cumulated surplus equal to 38 per cent. 


of capital. The average accumulation 
for state banks was 95 per cent. of capi- 
tal. 

The national banks exceeded their re- 
quirements to an even greater extent. 
Required to maintain a surplus of 20 
per cent. of capital, the average na- 
tional bank had accumulated a surplus 
equal to 127 per cent. of capital. It 
is apparent that in 1929 banking prac- 
tice was providing protection for the 
depositor in the form of surplus far in 
excess of that required by law. 

By 1935, however, the situation was 
greatly changed. Not only had re- 
quirements been increased by this time, 
but losses had reduced the surplus ac- 
cumulations of banks of both classes. 
For the state banks the average require- 
ment had been increased to 52 per cent. 
of capital, whereas accumulated surplus 
equalled only 68 per cent. of capital. 
The average accumulation was still in 
excess of the average requirement, but 
it must be assumed that a greater num- 
her of individual banks now find their 
surplus below the requirement and that 
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TABLE N 
Percentage of Capital Stock Accumulated as Surplus" 






National Banks State Banks 

Area (States) 1929 1935 1929 1935 
New England. .............0008 135.7 116.1 
MADNESS. “hake oto taccsaSecceusise 168.1 90.6 149.8 120.5 
SOMMMABTD -icccandacecacesoreverseses 93.3 62.2 82.9 58.8 
UE WEREGELY cccssiceevecesssscse 96.6 51.3 96.2 62.5 
II. ssiscsinlesteiinhabesdincinhi Zt 60.9 57.5 49.9 
Noon 86.8 80.6 73.1 67.3 

REE ccnomecenis 127.7 76.2 95.7 68.4 











Data computed from figures given in the Annual Reports of the Comptroller of Cur- 
rency, 1929, pp. 32-3, 666-7, 1935, pp. 60-1, 742-3, 746-7. Rhode Island is not included. 
Figures reported are for June 29 for state banks, Oct. 4, 1929, and Nov. 1, 1935, for 
national banks. 


‘Surplus for national banks includes undivided profits. Reserves are not included in 
the regional percentages for 1929 but are included in the final average. 


*The averages are computed for each class of banks by dividing total surplus ac- 
cumulation by total capital stock. 


they will be forced to restrict dividend paid-in surplus, payment of capital and 
payments until the legal requirement is accumulation of surplus are giving him 
met. increasing security. But, assuming that 
For the national banks the surplus _ strengthening capital is a proper means 
requirement was increased to 100 per of providing such protection, the se- 
cent. of capital in 1935. With an aver- curity is still imperfect. Minimum capi- 
age accumulation of 76 per cent. in this tal provisions for banks in the smallest 
year, the majority of these banks will communities are still too low to afford 
be affected by the new provision and much protection, and these banks, as 
will be required to increase surplus recent experience has shown, are the 
from earnings. ones most likely to fail. Paid-in and 
The depositor today is undoubtedly accumulated surplus _ requirements, 
being afforded more protection through _ based as they are on a ratio to capital. 
strong capital structure than was the may be correspondingly inadequate. 
depositor in our early banking history. As a substitute for double liability 
Provisions affecting minimum capital, provisions surplus equal to capital has 
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TABLE P 


Ratios of Deposits to Total Capital 














National Banks State Banks 

Area (States) 1929 1935 1929 1935 
New England uu... 5.38 6.33 
Oe RES: siete 4.99 6.68 5.34 6.53 
ON OE 5.64 heat 4.83 5.09 
Mid-W DOME cscs cccecandessec 6.90 9.46 6.70 8.34 
WR sss ccclonpstiiacts 8.92 8.58 7.19 6.18 
EE OR ae 7.35 9.20 5.91 6.74 

PIE i ciccechieainicisein 5.76 7.68 6.05 6.84 








Source of figures for computations same as for Table N. 
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the advantage of immediate availability 
without the necessity of assessing stock- 
holders. As a supplement to deposit 
insurance it tends to increase banking 
assets relative to deposits and thereby 
to lessen the strain upon insurance 
funds in process of accumulation. As 
the only means of protecting deposits, 
surplus equal to capital is probably in- 
adequate. The rate of accumulation de- 
pends upon bank earnings and _ sur- 
pluses may possibly be built up only 
after a long period of years. In states 
where the investment of funds is not 
specifically regulated assets represent- 
ing surplus may not be in liquid form. 
With deposits permitted to exceed total 
capital by large or undefined ratios, the 
accumulation of surplus equaling capi- 
tal adds a certain amount of protection 
to depositors, but not an amount to be 
relied upon to furnish complete se- 
curity. 
© 


NEW RECORD FIGURES FOR 
MUTUAL SAVINGS BANKS 


CONTINUING gains in assets, deposits, 
surplus and number of depositors in 
1936 are reported by the National As- 
sociation of Mutual Savings Banks. On 
January 1 the total of depositors stood 
at the all time record of 14,467,639, 
an increase of 389,827 for the year. 
This also was the largest number of 
savings accounts ever recorded for one 
group of banking institutions and about 
20 per cent. of all bank deposits in the 
United States. The gain consisted 
largely of small accounts as reflected 
from $704.50 a year ago to $698.18 on 
January 1. 

In the same period deposits rose 
above any previous level to $10,101,- 
073,980, the highest figure they have 
reached in 120 years of mutual savings 
bank operation. The net gain for the 
year was $183,260,928, well distributed 
among the 18 states in which mutual 
institutions are established. The sav- 
ings banks attach more importance to 
the gain in accounts than to the rise in 
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deposits, as they reason that the spread 
and activity of saving is the true meas- 
ure of its usefulness. Many mutual in- 
stitutions have restrictions in effect upon 
the amounts received for deposits. 
Assets also stood at the peak, amount- 
ing to $11,459,411,297 on January 1, 
a rise for the 12 months of $247,018,- 
249. The combined surplus account 
rose proportionately by $55,958,635 to 
$1,268,808,686, another record figure. 
The ratio of surplus to deposits ad- 
vanced from 12.2 per cent. a year ago 
to 12.6 per cent., which meant that each 
dollar on deposit had additional pro- 
tection of more than 12 and a half cents. 
Lack of demand for money and other 
investment difficulties was reflected in 
the average dividend rate of 2.53 per 
cent., a decline from 2.65 per cent. the 
year before. But this rate of yield still 
compared favorably with the rate of 
return from any similar sum of capital. 
Savings bank officials said that all 
signs point to further progress in 1937. 
Everywhere the public shows a disposi- 
tion to put aside a part of current earn- 
ings for future needs and opportunities. 


© 
IS THE U. S. HOARDING CASH? 


DEsPITE less business than in 1929, the 
American public is holding 33 per cent. 
more money. In January, 1929, only 
$4.7 billion was needed to carry on 
business; last week the Treasury and 
the Federal Reserve banks had out- 
standing $6.3 billion in coins and bills. 
How much of this increase represents 
foreign hoarding of a stable currency 
and how much domestic hoarding? One 
theory advanced is that many people 
have withdrawn bank accounts either 
because the *33 crash got them into the 
habit of keeping cash accounts or be- 
cause banks no longer pay interest on 
demand deposits. Another significant 
fact is that bills of large denomination 
are as much in demand now as they 
were in 1929.—Administrative and Re- 
search Corporation’s Weekly Letter, 
Feb. 6. 





Some Financial Questions of the Day 


Results of the Banking Questionnaire of the « 
Society for Stability in Money and Banking, Inc. 


By JosepH E. Goopsar 


S a part of the National Economic 
Conference, held in New York on 
December 18 and 19 by the So- 

ciety for Stability in Money and Bank- 
ing, Inc., a questionnaire was sent out 
to several interested groups: namely 
(a) out-of-town bankers; (b) metro- 
politan bankers; (c) professors teach- 
ing money and banking; (d) important 
business executives and business econo- 
mists. The replies to these question- 
naires raise a number of tall questions 
—and some of them are pressing for 
an answer. 

The banking profession, by interest- 
ing itself in the broader economic as- 
pects of the problems, may serve itself 
and the nation as a whole. Some bank- 
ers fail to realize that bank credit is the 
blood-stream of business and affects 
the basic activities of the nation. If 
banking fails to recognize the respon- 
sibilities incident to its nature, however, 
it may readily find itself a modern King 
Canute, wielding the broom of financial 
insolence in a fruitless effort to sweep 
back a tidal wave of popular resentment 
at penury in the midst of plenty. Bank- 
ers who appreciate the public respon- 
sibilities of their occupation, fortunately, 
are not lacking. But can these carry 
conviction to those who will not read 
what the moving finger writes? 


Need for Greater Economic Stability 


What are some of the problems raised 
in these answers? The first question 
reads as follows: “Do you_ believe 
greater economic stability either im- 
portant or essential to the preserva- 
tion of political freedom? If so, how 
or why?” The answers were over- 
whelmingly in the affirmative. Ninety- 


one per cent. of those answers were 
a F 
yes. 


Among the reasons given were the 
following: The president of a western 
national bank writes: “Conditions in 
this country in the winter of 1932-1933 
brought us close to revolution. Such 
conditions could hardly be repeated 
without bringing on radical movements 
which would force a fascist dictator- 


Dr. Goodbar is president of the 
Society for Stability in Money and 
Banking, Inc. In this article he sum- 
marizes the results of the question- 
naire sent out by his organization a 
few months ago.—Editor. 


ship.” The president of a mid-western 
national bank believes that “Masses 
will trade ‘freedom’ (which no one un- 
derstands anyhow) for the appearance 
of greater economic security, if faced 
with further depression.” A Pennsyl- 
vania banker says: “Business depres- 
sions are the seeds of radicalism.” The 
economists were no less emphatic. In 
the belief of the bankers, business men 
and economists answering this ques- 
tion, greater economic security is es- 
sential to the preservation of political 


freedom. 


Banking Practices in Relation to 
Booms 


“Do you believe banking practices 
have encouraged or promoted inflation 
or depression? If so, which practices?” 
Taking the answers as a whole, 88 per 
cent. were agreed that banking practices 
were important elements in producing 
booms and depressions—that defects in 
banking, therefore, are largely respon- 
sible for the endless miseries of mil- 
lions since 1929. The bankers them- 
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selves who replied, representing nearly 
half the vote on this questionnaire, were 
as convinced on this point as were their 
business and economist fellows. It is 
most surprising to learn that banker 
answers were 88 per cent. in the affirma- 
tive, just as were the united votes of the 
other groups. College economists were 
even more emphatic—their verdict be- 
ing 95 per cent. affirmative. 


Among the 12 per cent. of voting 
bankers who reject any responsibility 
for promoting economic disorder, we 
find statements such as the following. 
An_ Illinois individualistic banker 
wrote: “Economic opportunity essen- 
tial—(banking practices did not pro- 
mote) injurious inflation—no plans (of 
control) should be imposed (on state 
banks) by Washington.” Yet even he 
admitted that some improvement would 
be desirable in the “character of the 
(bank) loans.” A far-western banker 
blames the boom on “excessive income 
tax provisions” which, he says, are 
more to blame than “all other factors 
together.” A New York City bank 
officer simply and succinctly said “no” 
—banking practices were not at fault. 
A partner in a financial firm of New 
York makes the same reply. An in- 
vestment counsellor denies any blame 
to banks in boosting the boom, but be- 
lieves they have deepened depression 
“in not loaning where necessary and 
safe.” Since a banker of stand-pat 
mentality is naturally impatient with 
probing inquiries, and files them in the 
waste-basket, it is reasonably certain 
that those holding ideas similar to the 
above are far greater than 12 per cent. 
of the group. It would be enlightening, 
indeed, if we knew what that percentage 
may be! 

Of the 88 per cent. of answering 
bankers who felt that banking practices 
had financially encouraged the boom, 
we find many keen thrusts indeed. 
Mostly these related to the use being 
made of the loans, although that term 
was not used. For example, an officer 
in a New York bank laid the blame on 
“The practice of underwriting security 
issues where there was no value behind 
them. The practice of making loans 
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where there was no clear provision for 
liquidating them.” The financing of 
valueless security issues, he said, “has 
been corrected.” We might inquire, 
however, is the correction permanent, 
or merely the effect of existing condi- 
tions? A middle western banker blames 
“Capital loans—speculative loans on 
securities.” A number admitted the 
same impeachment, but ascribed the 
making of loans of these types to the 
competition of “too many banks.” Ac- 
cording to a Chicago banker, defective- 
ness consisted in the “extension of credit 
for speculation, not only in the stock 
market, but also in real estate, inven- 
tories and accounts receivable.” These 
banker opinions are in part summarized 
by a New York financial attorney as 
“the misuse of deposited funds in ex- 
cessive and extravagant lending and the 
financing of promotion schemes.” 


Need for Improving Control 


Granting the causal effects of bank- 
ing practices, it might seem that the 
need for improvements in control would 
be immediately conceded. This was 
not entirely true, however. In answer 
to the question: “Do you believe that 
improvements in control over the vol- 
ume of bank loans, and in bank prac- 
tice, would have any effect in preserv- 
ing prosperity? If so, how?”—the af- 
firmative answers, as a whole, were 75 
per cent. Among the bankers, how- 
ever, only 69 per cent. were of the 
opinion that additional or improved 
control would aid in preserving pros- 
perity. 

It would be interesting to know just 
why some 20 per cent. of the voting 
bankers, while admitting partial re- 
sponsibility for encouraging and pro- 
moting booms and depressions, never- 
theless reject the idea that improvements 
in control might promote prosperity. 
Is it because they simply dislike the idea 
of regulation? Has their experience 
with past regulation, through bank ex- 
aminers, produced a lack of confidence 
in public regulation? Do they think 
that the practices admittedly at fault 
are not susceptible to improvement 
through regulation from above? Is 
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their reluctant attitude towards regula- 
tion due to distrust of existing diag- 
noses? Or do they think that, after all, 
they somehow will sustain financial loss 
if deterred from destructive lending? 

These questions cannot be adequately 
answered from the replies received. 
Undoubtedly the replies received from 
bankers indicate an inadequate sense 
of direction—and this would inevitably 
color their conclusions. Among those 
voting affirmatively, the suggestions as 
to improvements are often quite definite 
as to aims, but hazy as to methods. For 
example, one banker says that attention 
should be directed to improving the 
“quality of bank loans.” Another sug- 
gests “stabilizing prosperity at a level.” 
Other suggestions are “control of specu- 
lative credit”; “good sound manage- 
ment can preserve prosperity”; “more 
sober practice”; “loans must rest on 
value and honesty”; “stop undue buy- 
ing on bank credit”; “increase interest 
rates”; “eliminate unnecessary loans” ; 
“prevent overdevelopment of special 
lines”; “make bankers prove their 
ability and get a license.” 

Desirable as most of the above ele- 
ments really are, they merely indicate 
some of the points a solution must in- 
clude. How can government regulation 
go about producing these elements? 
The lack of practical suggestion in most 
of these replies is appalling. Yet it 
is encouraging to note that the existence 
and nature of the problem, at least, is 
increasingly appreciated. To know 
what a problem is, is said to be half 
the process of solving it. 


Specific Improvements Suggested 


In answer to the question “What 
specific improvements in banking prac- 
tice do you regard as important?” there 
is, of course, no room for percentage 
generalization of the replies. Among 
certain important economists there is a 
strong consensus of opinion, defining 
quite strongly the uses to which bank 
credit may properly be put, and those 
improper uses which, in their opinion, 
tend to disrupt the economic structure. 
In this summarization of the question- 
naire, however, I feel it best to avoid 
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undue length by dealing mainly with 
the views of active bankers. 


Among those rejecting the idea of 
“improvements in control” is one whose 
answer says: “Let us try out present 
laws and stop meddling and experi- 
mentation.” A New York banker’s view 
is: “Confine banking to bankers, unify 
banking system, discourage competitive 
lending.” A southern banker says: 
“Take Government thumb off of interest 
rates—allow free market for money.” 
An eastern banker advocates “Some 
standardization, like law, medicine or 
accounting, for a license to exercise 
banking loan authority.” Another New 
York City view: “No  control—but 
banks should be urged to be reason- 
able.” Other views are: “Select bank 
officers of good, sound judgment”; “we 
may have had too much regulation and 
too much centralized control”; “de- 
centralization of responsibility. More 
careful chartering of banks”; “com- 
petent management, sounder loan and 
investment policies”; “better ‘birth con- 
trol for banks’; elimination of cut- 
throat competition and competition in 
laxity—perhaps some sort of bank 
NRA.” Running through most of these 
is the thought that somehow or other 
a millennium of good and able bank 
officers is to be anticipated, and that 
these, if freed from excessive competi- 
tion, and perhaps from embarrassing 
demands from frightened depositors, 
can fend for themselves in the interest 
of all. There is much, apparently, in 
this matter of excessive competition. 
Removing it would confer vast benefits 
on established bankers. Will the public 
thus bolster up its bankers—with no 
compensatory control to assure their 
assumption and discharge of the requi- 
site responsibilities? 

Leaving that query to your own an- 
swer, let us review briefly some of the 
suggestions of the bankers who recog- 
nize a need for control. One anonymous 
reply demands that “loans shall be 
limited to earning power of previous 
seven years; separate commercial bank- 
ing from investment banking; stabilize 
the general price level.” A southern 
view is: “The only important change 
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would be taking away from banks the 
power to create new money”—meaning, 
I take it, the power to expand deposits 
by making loans. Another reply calls 
for “Greater restriction in the use of de- 
posit funds for investments or loans for 
capital purposes.” Of the same tenor 
is one which says: “Narrow the field 
of credit extension. Extend credit for 
production, distribution and consump- 
tion only.” A member of a New York 
financial firm says: “Segregate com- 
mercial, savings, investment and trustee 
activities. Confine commercial banking 
operations to assets with real liquidity.” 
A banker trained in New York City 
writes that “demand deposits should 
only be loaned against commercial self- 
liquidating assets—and not against fixed 
assets, long-term securities or industrial 
promotions.” A western banker agrees, 
by advocating a “further restriction of 
capital loans.” From Illinois comes 
the suggestion to “unify the banking 
system, control speculation credit, segre- 
gate the banking functions (i. e., de- 
mand deposits for commercial banking; 
time and savings deposits for invest- 
ment-type banking) .” 


In the main, the suggestions as to 
improved practices seem to be directed 
at preventing commercial banks from 
using their funds in loans that rest on 
speculation, on the purchase of securi- 
ties or of capital assets, or on “indus- 
trial promotions.” A number of sug- 
gestions are based on the idea that ex- 
pansion in deposits is a “creation of 
new money” by the banks, and is harm- 
ful. Besides these, of course, are many 
suggestions of devices by which such 
results are believed to be attainable— 
and some of those suggestions are ex- 
ceedingly interesting. It is a significant 
fact, indeed, that so many bankers lay 
their hands on a single group of bank 
practices, and say that these are the 
chief sources of trouble; that mitigating 
or eliminating these practices is, in 
their opinion, the really important im- 
provement which should be made in 
banking practice. 


There was a sharp division between 
country bankers and college economists 
on the advisability of branch banking. 
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Taking the entire vote, it favors branch 
banks, if restricted to one reserve dis- 
trict, and if excluded from places al- 
ready adequately served by unit banks. 
Seventy-three per cent. of the replies 
asserted there was no objection in such 
a case. Of the out-of-town bankers, 
however, only 35 per cent. were favor- 
able, even to this limited form of branch 
banking, as against 94 per cent. of the 
college economists. 


Branch Banking 


The sharpest criticism against branch 
banking within a Federal Reserve dis- 
trict seems to involve three main points. 
In the first place, allowing branches 
within that area, will transcend state 
lines, and is therefore violently opposed 
by some because it involves, they be- 
lieve, “an over-riding of state autonomy 
in branch banking,” which means “the 
whole principle of state autonomy in 
branch banking is destroyed.” 

In the second place, there is evident 
a haunting fear of the colossal develop- 
ment of branch banking, with the small 
bank playing the réle of the corner 
grocer confronted by the chain stores. 
“Give them an inch and they will take 
an ell,” is the thought here, which re- 
fuses to find comfort in the restrictions 
tentatively suggested above. Something 
is said, and much implied between the 
lines, about the use of “financial ma- 
nipulation” by large banking systems 
“to gain their objectives.” 

In the third place, the fear is voiced 
that a few branch banking systems of 
Brobdignagian size might become un- 
duly influential in Washington—they 
might be “the tail that wags the dog.” 
The uneasiness expressed in these ques- 
tionnaire replies, on this point, suggests 
a lively apprehension lest ultimately the 
systems may over-ride the Reserve dis- 
trict limits and become national in scope. 

Some of this hostility may possibly 
be derived from experiences, during the 
ill-fated “New Era,” with stock-con- 
trolled groups of unit banks—often 
thought of as branch banking, but es 
sentially different. By acquiring stock 
control one financial group may readily 
control any number of unit banks, in 
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any desired number of states, as you 
doubtless know. Group banking is more 
vulnerable to sound criticism than are 
systems where service is given by 
branches that are integral parts of the 
main bank. Its financial record in- 
cludes more instances of “high finance” 
in the beginning, and more failures in 
the end. Yet opponents of centralized 
private control over banks, in prevent- 
ing the controlled growth of branch 
banking, may be diverting expansion 
into the less restricted, and economi- 
cally less desirable, field of stock owner- 
ship control over unit banks, irrespec- 
tive of state lines. 

Since the purpose of this paper is 
only to report what others think, it 
would serve no useful purpose to recite 
here the familiar arguments of econo- 
mists in favor of branch banking. I 
have been more concerned to bring out 
the thought which runs through the 
minds of the bankers who expressed 
themselves. I do not attempt even to 
dissect those thoughts, or to estimate 
how far they may be tainted, if at all, 
by the desire of unit bankers for pro- 
tection from an otherwise possibly ir- 
resistible force. The whole branch 
banking question is apparently thought 
of as something apart from the prin- 
cipal problem of closing the channels of 
inflation. Doubtless the ultimate deci- 
sion of the public will be determined 
by the comparative soundness of the 
banking practices manifested by these 
two types of banking organization. 


Banking Commission Desired 


The last question was: “Would you 
favor asking Congress to appoint a non- 
partisan, expert commission on banking, 
to (a) consolidate and codify existing 
banking law, and (b) propose new leg- 
islation to strengthen the banking sys- 
tem in general, and to close the channels 
of inflation which analysis indicates 
now exist?” Taking the vote as a 
whole, 87 per cent. of the replies 
favored codifying the law, and 83 per 
cent. were in favor of a commission to 
revise the law, to strengthen the system 
and to close the channels of inflation, 
so far as is reasonably possible. 
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College economists, voting on these 
two questions, were virtually 100 per 
cent. in favor of both propositions. Vot- 
ing out-of-town bankers were 67 per 
cent. in favor of (a), and 53 per cent. 
in favor of (b). Voting bankers as a 
group were 71 per cent. in favor of (a), 
and 67 per cent. in favor of (b). Busi- 
ness leaders and economists, who an- 
swered the questionnaire, were 80 per 
cent. in favor of new legislation to 
strengthen the system, and to close the 
channels of inflation. 


Those favoring the appointment of 
such commission, with instructions to 
develop and propose new legislative 
controls over banking, were frequently 
emphatic in asserting that their vote was 
conditional. They insist that the ap- 
pointments themselves be free from 
politics, and that the commission be 
protected from political pressure. Its 
membership should include bankers free 
from preconceived bias, economists able 
to forget prejudices when faced with 
facts, lawyers learned in financial lore 
but fair and judicial in temperament, 
liberal and courageous Congressmen 
and Senators whose devotion to public 
interest is balanced with sanity and 
judgment. 


Quoting from the favorable question- 
naire replies, one banker writes: 
“piecemeal ex-parte data is worthless.” 
Another, desiring protection against 
possible deficiencies in the commission 
itself, urges that in addition “a non- 
governmental independent committee 
should study the problems and make 
competent suggestions.” A_ retired 
banker says: “Yes—if it (banking re- 
form) could be done from the ground 
up. We have had enough patchwork 
banking. . . . If the foundations are 
wrong the best regulated system will 
get out of hand.” A big business execu- 
tive insists that the proposed commis- 
sion “be given a broad assignment to 
study the whole field of banking and 
to propose legislation to strengthen the 
system and to establish all practicable 
safeguards.” 


Some comments, of course, are ad- 


verse to any revision in the banking 
law. A Virginia banker writes: “A 
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great deal of the legislation enacted with 
reference to banking in the past four 
years has been harmful rather than 
helpful, and every commission ap- 
pointed has complicated rather than 
clarified and helped matters in general. 
I favor doing practically nothing until 
the objectionable features of existing 
laws have been found out, and then 
repeal those features.” 


Many piecemeal studies of banking 
have from time to time been made by 
members of Congress, and committees 
in Congress. However, since the Fed- 
eral Reserve Act was enacted I recall 
no instance where a special government 
agency has been delegated the job of 
searching out unseen weaknesses, or un- 
recognized sources of inflation, for the 
definite purpose of perfecting the ma- 
chine, to say nothing of attempting to 
close the channels of inflation. This 
is no small undertaking, and_ those 
favoring it are well aware that it should 
not be entered into lightly. 


More Stability Needed 


The opinion expressed in these ques- 
tionnaire replies is unmistakable. These 
bankers, economists and business lead- 
ers believe that a more stable prosperity 
is essential to a survival of freedom. 


They believe that improvements in 
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banking structure, changes in bank 
practice, and dependable standards for 
guidance of bank control, are conditions 
without which a more stable prosperity 
is unlikely to be attained. In that be- 
lief, a large proportion of these replies 
demand that a banking commission be 
appointed to give this problem intelli- 
gent and unbiased investigation, and to 
report definite proposals for legislation 
that will codify existing law, strengthen 
the banking system, and close the chan- 
nels of inflation. They further insist 
that the quality of the commission shall 
be such as to protect them from pro- 
posals of mere panaceas, on the one 
hand, and from a mere revision of out- 
moded banker prejudices on the other. 


© 


CREATING ECONOMIC 
INDIGESTION 


THE amount of permanent savings by 
individuals is ordinarily in proportion 
to their desire for new homes and new 
business enterprises and new _invest- 
ments. Total money savings will there- 
fore provide all the new construction 
that can earn its keep. Additional con- 
struction, paid for from bank credit, 
creates economic indigestion. — Dr. 


Joseph E. Goodbar. 


HERE is an immense task to be performed in re-educating 
the American public in financial fundamentals if we are to 
hold any kind of control or any kind of discipline in the next 
period of reaction.—Benjamin M. Anderson, Economist of The 


Chase National Bank, New York. 





THE AMERICAN SITUATION 


A Transatlantic View 


Although the labor situation that has recently developed in this country is not 
primarily a banking matter, it does have indirect relation to banking to an important 
extent. It is thought that the following article, from The Statist (London) of January 8, 
may be found of especial interest to our readers as reflecting our situation from an out- 


side point of view.—EpiTor. 


EN two months ago Mr. Roose- 
velt secured practically every vote 
in the Electoral College, a turning 

point was marked in American evolu- 
tion. The sanctity of individual effort 
gave way to the necessity for collective 
endeavor. Inroads had been made many 
times before into the freedom of contract 
and the rights of property, and from 
1933 onwards a startling attempt was 
made to effect a dynamic change in the 
economic and social structure of the 
country. But the earlier moves were 
merely isolated denials of the predomi- 
nant principle and it was doubtful 
whether the main part of Roosevelt’s 
legislation in his first term of office was 
accepted by the people. The over- 
whelming mandate which the President 
received for the aims of his social policy 
meant, however, that the new America 
finally rejected the old principle. 
Though the election of Mr. Roosevelt 
was above everything an expression of 
this feeling in the country, it remains 
as true as it was in 1933 that the Presi- 
dent is given only restricted power to 
translate policy into practice. He is 
still bound by an antiquated Constitu- 
tion and by the decisions of a Supreme 
Court which will not yield to his politi- 
cal philosophy. Moreover, while in 
1933 it was Mr. Roosevelt who personi- 
fied, if he did not possess, full powers 
of reform, a change has come about in 
this respect since he last entered the 
White House. For now labor, which 
gave its support to the President in the 
elections, is making it plain that it did 
not thereby delegate full power to Mr. 
Roosevelt. On the contrary, no sooner 
is the President elected, than a wave of 
strikes begins in the United States and 
seriously threatens to arrest the eco- 


nomic recovery. The main reason for 
this is clear enough. It is not, as it 
was in France, when M. Blum faced a 
similar situation seven months ago, 
mainly an attempt for better wages and 
conditions. It is, instead, an attempt 
to obtain for the workers a share in ef- 
fective power in industry. While the 
old labor organizations were content to 
remain without cohesion and unity, and 
while the old leadership was somnolent 
there is now a growing movement to- 
wards large unified labor unions and 
there is a leadership which is dynamic 
and positive. Only about 10 per cent. 
of the workers of the United States are 
organized in trade unions proper, the 
typical organization being the ineffec- 
tive company union. The trade union 
members themselves, moreover, are two- 
thirds in craft unions with little power 
to operate on a large scale and with 
feeble leadership. The remaining one- 
third of the members, about one million 
workers grouped together in the Com- 
mittee for Industrial Organization un- 
der the vigorous leadership of Mr. John 
Lewis, are aiming at the unionization 
of American industry as a_ whole. 
Naturally, this is to be effected on an 
industrial basis, the basis on which the 
C. I. O. is founded. That means nation- 
wide unions for relatively few large 
industries with a consequent growth in 
the power to bargain collectively. 

It is difficult to overstress the wider 
implications of this movement. It might 
be the beginning of a development 
much more important than that which 
began in England at the end of last 
century with the famous dockers’ strike. 
Looking far enough ahead it might mean 
the emergence of labor as a_ political 
power, which it has never been hitherto 
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in the United States. Already there is 
little meaning in the traditional division 
of parties into Democrat and Republi- 
can, but in the last election, because 
their votes would have been wasted else- 
where, the working classes supported 
solidly the candidate with the Demo- 
cratic label. Even by 1940 there might 
be a serious labor Presidential candi- 
date. Till now the typical American 
worker has been suspicious of labor or- 
ganizations, politically as well as indus- 
trially, because he thought that the 
general attack on rights and property 
would cause him loss. But if he finds 
that he would gain, even though the 
gain might actually be insecure, will he 
not turn to political action? 


All this is, however, in the future. 
For the time being, labor politically is 
represented by none other than Mr. 
Roosevelt and Mr. Roosevelt’s general 
policy is one of social reform. But this 
must not be mistaken. Mr. Roosevelt 
is not solely or mainly the representa- 
tive of labor. He has other supporters. 


The farming community and the unem- 
ployed both expect much of him. Many 


of his difficulties occur because funda- 


mentally he respects the capitalist 
framework of society. And, while labor 
has deposited its political rights with 
him, it is not willing to rely solely upon 
vicarious political advance. Bearing in 
mind the failures of the National Re- 
covery Act this can be well understood. 
What is more important is that labor 
is now in a favorable strategic position 
for industrial action, because of the up- 
ward economic movement and the emer- 
gence of Mr. John Lewis as its leader. 

Thus the growth both of the strikes 
and of Mr. Roosevelt’s difficulties. As 
we have pointed out on a previous oc- 
casion, the point must fairly soon .be 
reached where further improvement in 
wages and working conditions can only 
impede industrial recovery. This means, 
in other words, that Mr. Roosevelt could 
hardly fail to intervene. And even 
though the emphasis is on the principle 
of industrial unionization and collective 
bargaining, and not on wages and work- 
ing conditions, the President would 
have to intervene, again for the sake 
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of industrial recovery, before very long. 
The strike of ship-workers has persisted 
for many weeks, but this is of small 
importance compared with the wide- 
spread strike movement in the auto- 
mobile industry and ancillary trades, 
and compared with the threat of similar 
strikes in the steel and coal industries, 
Before he sailed for the Pan-American 
Conference, Mr. Roosevelt said that his 
presence there was more important than 
his intervention in the shipping dispute. 
That was no doubt true, but his inter- 
vention in a paralyzing strike movement 
such as this will probably soon become 
more important than anything else. The 
automobile industry, a large part of 
which is now at a standstill, was one of 
the leading factors in the American re- 
covery. The steel industry was the 
other. It is the automobile and steel 
industries in which the drive against the 
company union and for the formation 
of industrial unions is first being made. 


The President’s position is a difficult 
one. If he intervenes, he is by no means 
sure of success. The employers will re- 
sist to their utmost the growth of in- 
dustrial unions. The workers know 
that present conditions are favorable to 
them. They know, moreover, and Mr. 
Roosevelt knows, the limitations upon 
his own powers. In his opening address 
to Congress this week there was no in- 
dication that he has decided how these 
limitations are to be removed, just as, 
in fact, there was little indication of his 
program in general beyond vague refer- 
ences to relief and security. The most 
suggestive contribution of the address 
was the rejection of the idea of consti- 
tutional reform and the indirect attack 
on the Supreme Court for its unenlight- 
ened views. In some way, it seems 
plain, Mr. Roosevelt has to ensure that 
he can take legislative action in the field 
of collective bargaining and labor con- 
ditions without incurring the conse- 
quences which earlier legislation, for 
instance the Guffey Act, incurred. Even 
if this were ensured, the labor position 
remains difficult enough; without a 
greater measure of legislative freedom 
it clouds the more distant as well as the 
immediate outlook. 





BANKING COMMISSION PROPOSED 


In the opinion of many bankers and 
others our banking problems should be 
submitted to a commission for study 
and report to Congress. A proposal 
for the creation of such a commission 
is embodied in a joint resolution intro- 
duced in the House of Representatives, 
January 12, by Hon. Edward A. Ken- 
ney. The resolution follows: 

Joint Resolution to create a Commis- 
sion on National Banking Policies. 

Resolved by the Senate and House of 
Representatives of the United States of 
America in Congress assembled, That 
a commission is hereby created, to be 
known as the Commission on National 
Banking Policies, to be composed of 12 
members, who shall be citizens of the 
United States, to be appointed by the 
President. The President shall endeavor 
to select such appointees as will be 
fairly representative of the banking, 
commercial, agricultural, and general 
business interests of the nation. Any 
vacancy in the commission shall be 
filled in the same manner as the original 
appointment. Each member of the com- 
mission shall receive compensation at 
the rate of $20 per day when actually 
employed on business of the commis- 
sion. The President shall select a chair- 
man from among the members of the 
commission. The commission shall 
cease to exist upon making its report to 
Congress pursuant to this resolution. 

Sec. 2. The commission is authorized 
and directed to conduct an investiga- 
tion and study of all matters relating 
to the administration of laws governing 
or affecting banking and credit policies, 
the advantages of a central bank system 
with business stockholders and of cen- 
tralized bank balances, the advisability 
of promoting a commercial credit policy 
based on the security of bills of ex- 
change in place of the discount policy, 
and of establishing an open market for 
such bills of exchange, and the need 
for a banking policy restricted to meet- 
ing the needs of trade, commerce, in- 
dustry, and agriculture. 

The commission shall report to the 
President and to Congress on or before 


the first day of the first regular session 
of the Seventy-sixth Congress the re- 
sults of its investigation and study, to- 
gether with its recommendations for 
legislation or such other action as it 
deems necessary or appropriate to carry 
into effect the national policy formu- 
lated by such commission. 

Sec. 3. Every officer or employe of 
the United States is authorized to sup- 
ply the commission with such informa- 
tion relating to any matter under in- 
vestigation or study by the commission 
and contained in the records of the 
office of such officer or employe as the 
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commission may request. For the pur- 
pose of securing further information re- 
lating to such investigation or study 
the commission is authorized to make 
use, so far as is consistent with the best 
interests of the public service, of agen- 
cies, officers, and employes in the execu- 
tive branch of the Government. 

Sec. 4. For the purpose of this reso- 
lution the commission or any member 
thereof is authorized to hold hearings, 
administer oaths, and require for the 
attendance and testimony of witnesses or 
the production of books, papers, docu- 
ments, or other evidence, or the taking 
of depositions before any designated 
individual competent to administer 
oaths. 

Sec. 5. The commission may appoint 
and fix the compensation, without re- 
gard to the civil-service laws or to the 
Classification Act of 1923, as amended 
(U. S. C., title 5, chs. 12 and 13; 
U.S. C., Supp. VII, title 5, chs. 12 and 
’ 13), of such experts, advisers, and other 
employes, and may make such expendi- 
tures, including expenditures for actual 
travel and subsistence expenses of mem- 
bers, employes, and witnesses (not ex- 
ceeding $5 for subsistence expense for 
any one person for any one calendar 
day), for rent of quarters at the seat 
of government and elsewhere, for per- 
sonal services at the seat of government 
and elsewhere, and for printing and 
binding as are necessary for the effi- 
cient execution of its functions under 
this resolution. All expenses of the 
commission shall be allowed and paid 
upon the presentation of itemized 
vouchers therefor approved by the 
chairman of the commission. 

Sec. 6. There are hereby authorized 
to be appropriated such sums as may 
be necessary to carry out the provisions 
of this resolution. 


© 
MUST PAY THE BILL 


WE are in an inflation. That is evident, 
and we will eventually have to pay the 
bill, which may. mean confiscation of 
wealth.—Percy H. Johnston, chairman, 
Chemical Bank and Trust Company, 
New York. 
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FINGER-PRINTING FOR EVERY- 
BODY 


In the December issue of Nation’s Busi- 
iness an article on this subject has been 
very ably handled. Unfortunately, 
finger-printing has been too long asso- 
ciated in the public mind with the 
criminal element and bears a stigma 
which is undeserved in the light of its 
usefulness in other fields. The present 
state of the science makes it almost 
exact and if everyone were voluntarily 
finger-printed and filed it would leave 
only those unwilling, for reasons of 
crime or otherwise, outside the fold. 
Identification of deceased persons some- 
times rests upon the opinion of some ac- 
quaintance which finger-printing would 
prove. The lessening of crime and 
fraud would, in the opinion of those 
best qualified, pay the cost of the entire 
work. It is well worth consideration.— 
Bulletin, West Virginia Bankers Asso- 
ciation. 
® 


BUSINESS IS DECENTRALIZING 


Economic conditions have changed so 
tremendously in the last few years as 
to make the establishment of branch 
plants and branch offices not only more 
economical and practical, but also al- 


most imperative. Recent developments, 
such as shorter working hours and the 
record-breaking sales of new _ auto- 
mobiles, have tended to hasten this con- 
dition by making it possible for the 
working man to live in the country and 
drive to work. No longer is it neces- 
sary to establish plants at the very cen- 
ter of a big labor market, and industry 
has found that small plants, running at 
full capacity, can be just as efficient as 
large plants operating on a fluctuating 
volume. This situation makes it pos- 
sible to establish branch plants at 
strategic locations where ground and 
building costs and taxes are cheaper, 
rather than enlarging the present plant 
with the necessity of paying high prices 
for land and higher prices for building 
materials.—William A. Clarke, presi- 
dent, Clarke & Kniskern, Inc., Phila- 
delphia. 








THE BANKER IN POLITICS 


How a North Carolina Banker Saved $80,000 


OW one banker worked to keep 

his state’s expenditures within 

reasonable limits is described in 
an article which appeared recently in 
The State, a North Carolina magazine 
edited by Carl Goerch. The Bob Hanes 
referred to is president of the Wachovia 
Bank and Trust Company, Winston- 
Salem, N. C. Here is how Mr. Goerch 
tells the story: 

Merrill Anderson is head of an ad- 
vertising agency in New York City and 
I happened to run into him in Winston- 
Salem a few days ago. 


The conversation turned to politics 
in general and to the North Carolina 
General Assembly in particular. The 
rest of this tale is in Mr. Anderson’s 
own words, as nearly as I can recall 
them: 


I happened to be in Raleigh during 
the 1933 session of the General Assem- 
bly. It was the first time I had ever 
had the pleasure of sitting in on one 
of your legislative sessions down in 
this part of the country, so I was keenly 
interested in watching how the political 
game was played in North Carolina. 
Needless to say, I learned quite a few 
things. 


The Highway Fund 


It was while watching the delibera- 
tions of the Senate that this particular 
incident came up. Bob Hanes was the 
Senator from Forsyth County and, 
while I was sitting in the gallery, listen- 
ing to what was going on, he rose to 
his feet and. called attention to the fact 
that apparently there was some discrep- 
ancy in the Highway Department ap- 
propriation. 

“What does the Senator from For- 
syth mean?” some fellow-member in- 
quired. 


“I mean that we crossed out an ap- 
propriation for $80,000 in the fund, but 
despite that fact, the total figures are 


exactly the same as they were before 
we made the change,” Bob explained. 

A distinguished looking Senator rose 
to his feet, addressed the chair in a 
dignified manner and proceeded to 
orate. He told Mr. Hanes that evidently 
there were some things about the High- 
way Department with which he wasn’t 
familiar. In the first place, road build- 
ing had started in North Carolina dur- 
ing the Revolutionary War. These were 
stage-coach routes, and, in one or two 
instances, plank roads were built, 
notably the one running down to Fay- 
etteville. The Senator then gave a de- 
tailed history of road construction up 
to the present day, winding up with an 
analytical discussion of the merits of 
concrete as compared with asphalt. He 
sat down with a glance at Mr. Hanes as 
though to say: “There, I hope that 
answers your question.” 

Bob rose to his feet again. “Mr. 
President,” he said, “I was very much 
interested in the statements which we 
have just heard, but I’d like to inquire 
again, what became of that $80,000 cut 
which was supposed to have been made 
in the highway fund appropriation?” 

Another member rose to his feet and 
looked at Bob in the same manner that 
a learned professor might look at a 
freshman student. He mentioned the 
fact that Bob was new in legislative 
procedure and that there was much 
which he still had to learn about the 
routine. For instance, every depart- 
ment of state government functioned 
under its own individual head; alto- 
gether different from the system in 
Massachusetts, Indiana and a number 
of other states. This necessarily de- 
manded close coéperation in order that 
the best results might be accomplished. 
Did Bob mean to infer that the system 
in Massachusetts was superior to our 
own form of government? 

“T do not,” said Bob. 
know what became o 

“Just a moment. 


“IT want to 


” 


You must recall 
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The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 
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that our forefathers bled for the Old 
South and that we are still maintain- 
ing the traditions which they held 
sacred.” 


Still Going Strong 


Whereupon he delivered a ten-minute 
eulogy on Robert E. Lee and Andrew 
Jackson, winding up with a toast to 
North Carolina, the land of the long- 
leaf pine. 

Now, nautrally, you would have 
thought that that would have satisfied 
anybody, but it didn’t satisfy Bob 
Hanes. He got up on his feet a third 
time and announced: 

“Mr. President, I want to know how 
come the Highway Department fund 
hasn’t been reduced $80,000 as a result 
of the reduction .of that amount which 
we made in the appropriation.” 


Another Senator rose and explained 
to Bob that his county—Forsyth—was 
one of the leading industrial counties 
in the entire South. “Surely you know,” 
he said, “that “ 

“T want to know what became of that 
$80,000;” yelled Bob. 

“Your ancestors and mine fought—” 


“Where’s that $80,000?” 


Of course Bob was carrying the thing 
altogether too far. The first explana- 
tion should have satisfied him. If not 
the first, certainly the second. But 
despite the fact that his brother Sen- 
ators were trying to be patient with 
him to the utmost degree, he was still 
continuing to pop up and ask irrelevant 
questions. Evidently he was just a 
little bit dense. 


One more Senator tried to answer 
his question by describing the scenic 
wonders of Western North Carolina, 
but he quit when Bob interrupted him 
and wanted to know what the heck had 
become of that $80,000 reduction in ap- 
propriations. 


The Final Explanation 


Finally, it was plain to see that some 
drastic step must be taken in order to 
put an end to his questions, so a dis- 
tinguished looking gentleman rose and 
explained that after the $80,000 cut 
had been made, they had increased ap- 
propriations slightly in other branches 
of the Highway Department fund, and 
had brought the total amount back up 
to the original figure again. 

Whereupon Bob moved that those 
appropriations be reduced, and_ this 
was done, and the total appropriations 


were cut by $80,000. 


Mr. Anderson said it was all very in- 
teresting and that it gave him a keen 
insight into politics which he never had 
had before. He said further that he 
hopes to be back during the forthcom- 
ing session, so that he will be able to 
learn some more. 





Nullifying the Regulating Function of 
the Interest Rate 


By WintHrop W. ALpRICH 
Chairman of the Board of The Chase National Bank, New York 


HROUGH our interest rate policies 

we are preventing the rate of inter- 

est from exercising its regulatory 
function. Government credit institu- 
tions have reduced particular rates of 
interest and monetary policies have re- 
duced rates in general. Interest is the 
price of capital. Any type of price 
control serves to nullify those self cor- 
rective forces which operate under con- 
ditions of free competition. Errors 
become cumulative and resultant busi- 
ness fluctuations are magnified. This 
is true of interest rate control either in 
particular fields or in the whole 
economy. 

Under conditions of free competition, 
the rate of interest rules at a point 
which represents an equilibrium be- 
tween forces of supply and demand; 
i.e., between current monetary savings 
and the demand for their utilization in 
productive capital expenditure. 

Rising rates of interest tend to stimu- 
late savings and to restrict capital de- 
mands to the more urgent uses. A fall- 
ing rate of interest, in the absence of 
artificial monetary intervention, is indi- 
cative of an increasing volume of sav- 
ings relative to capital demand. The 
lower rates of interest permit the use 
of more elaborate industrial methods 
and technical innovations. 

On the assumption of free unregu- 
lated money markets, a high rate of in- 
terest is to be found in a young, vigor- 
ously developing nation or in a poor, 
overpopulated region. In both instances 
there is a deficiency of savings. Con- 
versely, a low rate of interest is a char- 
acteristic of wealthier communities, 
where savings are large relative to capi- 
tal requirements. 

Low and declining rates of interest 


—_—. 


From an address. 


are of immeasurable benefit to a nation, 
provided that they are the result of 
genuine forces of supply and demand. 
They are evidence of a prudent, thrifty 
people; of a community where greater 
reliance is placed on machines and 
where wages are relatively high. 

On the other hand, the reduction of 
rates of interest through monetary 
manipulation and forced credit expan- 
sion provokes great harm in its effects 
on the banking system and in magnify- 
ing business fluctuations. Fundamentals 
are disguised. People act as if the com- 
munity had truly grown rich and pros- 
perous. A false sense of security 
prevails. Savings are retarded and 
wasteful and uneconomic expenditures 
induced. The increase in savings as 
evidenced, for example, by the data of 
mutual savings bank deposits has been 
disappointingly small and has scarcely 


© Blank-Stoller 
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equalled the increase which would be 
attributed to interest payments: 


Savings Deposits in 
Mutual Savings Banks 
(in millions of dollars) 


In contrast, the expansion of com- 
mercial bank credit for these same years 
has been enormous. Adjusted demand 
deposits of all member banks of the 
Federal Reserve System increased from 
June 30, 1933, to June 30, 1936, from 
twelve billions to over twenty billions 
of dollars, while the government secu- 
rities held by these institutions, inelud- 
ing those fully guaranteed by the Gov- 
ernment, increased from six billions, 
nine hundred millions ($6,900,000,- 
000), to thirteen billions, six hundred 
and seventy millions ($13,670,000,000) . 

Under such circumstances the com- 


mercial banking system is called upon 
to do that which ‘it should not be ex- 
pected to do if equilibrium is to be 
maintained. Government deficits and 
long-term investment requirements are 
financed by bank credit extensions. The 
main supply of the capital market must 
come from individual and corporate 
thrift if sound conditions are to be main- 
tained. 

Artificially low interest rates, bring- 
ing about a substitution of bank credit 
for true capital on a vast scale, in- 
evitably lead to a disastrous deteriora- 
tion in the quality of bank credit itself. 
It leads further to grave industrial dis- 
locations. Capital and labor are not 
utilized in relation to one another in 
the most productive fashion. Disloca- 
tions arise in the structure of produc- 
tion. 

Artificial prices are dangerous in any 
field, but are emphatically so in the case 
of the rate of interest where the effects 
permeate the entire economic system. 
When interest rates eventually rise, as 
they surely will, serious readjustments 
are involved. Business earnings must 
be recapitalized at the higher rates and 
fixed assets correspondingly reduced in 
value. Long-term bank assets will be 
subject to the same forced readjustment. 


Extremely low rates of interest are 
not necessary for recovery. In 1922, 
when a very sharp business recovery 
took place (the Federal Reserve Board 
adjusted index of production advanced 
from 75 in January to 100 in Decem- 
ber), the 4 to 6 months’ commercial 
paper rate fluctuated between a low of 
3.91 and a high of 4.88 per cent. 


Not only are low rates not necessary 
for recovery, but they militate against 
a sound recovery and set forces in mo- 
tion which involve later serious re- 
adjustments. An economy can be kept 
in equilibrium only if the rate of inter- 
est, along with other prices, is allowed 
to seek its natural level and to perform 
its full regulatory function. This con- 
clusion applies to those particular fields 
served by government lending agencies 
as well as to the whole economy which 
experiences the expansionist effects of 
interest rate control. 





BOOKS FOR BANKERS 


Are You A STOCKHOLDER? By Alden 
Winthrop. New York: Covici, Friede, 
Inc., 1937. Pp. 320. Price $2.50. 


THE basic objectives of this book—the 
insistence that stockholders are not sup- 
plied with sufficient and correct account- 
ing and other information regarding 
their companies—are sound and deserve 
sympathy, for, in spite of all the 
progress that has been made along these 
lines in recent years, it is still all too 
true that far too many corporation re- 
ports are inadequate and incomplete. 


Unfortunately, however, either the 
author is lacking in training for his 
task or he has chosen to close his eyes 
to many important points encountered 
in the course of his investigation. For 
example, he waxes wroth over the fact 
that, in a particular case under discus- 
sion, Federal income taxes for prior 
years were charged directly to surplus 
and not against the income of the cur- 
rent year, although to have done so 
would have falsified the statement for 


the current year against the inaccuracy 
of which he was complaining. 


Only rarely, also, does he give any 
indication that the cases which he is cit- 
ing with condemnation are not the only 
types of cases that are experienced. He 


overlooks the many and_ increasing 
number of instances where companies 
are preparing and distributing more 
comprehensive reports than formerly. 
Moreover, the style in which the book 
is written is flippant in its attempt to 
be ironical; it is a style which does not 
leave a pleasant taste in the mouth of 
the reader. 

The book is directed at certain un- 
doubted evils, evils to which the intelli- 
gent banker should give attention. If 
the bankers of the country would bring 
their united pressure to bear on the 
question of inadequate and misleading 
corporate reports, a great impetus would 
given to the movement to improve 
such matters. If a banker is not 
familiar with this problem, this book 
may be just the thing to arouse his in- 
terest and peak his curiosity. He should 


search farther, however, for real in- 
formation on this subject. 


Mass-ConsuMPTION. By _ Frederick 
Purdy. With an introduction by 
Roger Babson. New York: Talisman 


Press. $2.50. 


THis book advocates an_ elaborate 
scheme for economic planning in which 
the consumer does his own planning 
by making known in advance his eco- 
nomic requirements for a year in ad- 
vance based on his known purchasing 
power. 

The thesis of the book is described 
by the publishers as follows: 


“Tt is nothing new that if a practical 
short-cut past the middleman were to 
be found people would be able to buy 
at half, or less, of present prices. 

“And it has been the idea of a great 
many people that by planning the na- 
tional output in reference to people’s 
needs, and their ability to produce and 
consume, the shortcomings of our eco- 
nomic system and its periodical depres- 
sions could be surmounted. But na- 
tional planning has had drawbocks, such 
as regimentation, too difficult of ac- 
ceptance in the American conception of 
freedom. Americans do not like the 
idea of their being fitted in with plans 
made by supervising bodies, however 
brilliant. 

“The idea of letting the people do 
their own planning and of letting pro- 
duction fit in with their plans is the 
idea of ‘Mass-Consumption.’ 

“To the man accustomed to looking to 
the Government to accomplish the things 
that will spell advancement, it may ap- 
pear strange and dubious that the people 
should do something for themselves. 
But the reader may decide as to this and 
is to be given a chance to get into a 
demonstration of the system. The sys- 
tem is practical quite apart from po- 
litical or governmental action. 

“Here is the way it works. The con- 
sumer, a head of a family, or an in- 
dividual, makes up a budget showing 
how his income will be spent—for food, 
for clothes, for home-housing and home- 
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equipment, with a reserve for savings 
and ‘pocket-money’ out of any part of 
the income upon which he does not 
want to commit himself. 

“His definitely determined needs he 
writes into a ‘requisition—a form pro- 
vided by the Mass-Consumption Office, 
and he sends the requisition to the 
M.-C. Office. It includes a coupon by 
which the consumer, if he is an em- 
ploye on regular pay, authorizes his 
employer to deposit his pay in a bank, 
and authorizes the bank to honor di- 
livery checks which will be signed at 
his home when the goods are delivered. 
If he is not on salary, a farmer or a 
professional man, he has the pay- 
coupon validated by the local banker, 
who knows of his affairs. 

“The M.-C. Office tabulates the items 
from all the requisitions into total vol- 
umes of each kind of goods, and ob- 
tains bids on these volumes from pro- 
ducers, the lowest bid price to govern 
—low bidders being awarded orders to 
capacity, the remainder of the volume 
being apportioned to the remainder of 
the producers, according to their re- 
spective capacities. 

“Producers deliver direct to consum- 
ers by freight, express and otherwise, 
and get paid by the deposit of the de- 
livery checks at the banks. 

“There are various flexibilities pro- 
vided for, such as to enable the con- 
sumer to buy clothes according to his 
individual tastes and fit—fully consid- 
ered in the book.” 


EXCHANGE DEPRECIATION. By S. E. 
Harris. Cambridge: Harvard Uni- 
versity Press, 1936. Pp. XXIX-516. 
Price $5.00. 


A FEW short years ago, the question of 
foreign exchange was one of foremost 
interest not only to bankers and econo- 
mists but also to the man in the street. 
At present we are passing through a 
period when the whole matter is sub- 
ordinated in public interest to other 


economic problems. It seems highly 
probable, however, that before many 
years elapse, it will be necessary to 
supersede the existing temporary ar- 
rangements controlling the relationships 
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among various currencies by a more 
definite basis. At that time the whole 
question of foreign exchange must 
necessarily be reopened. It is fortunate, 
therefore, during the present lull to 
have available such a book as Professor 
Harris has prepared as a means of in- 
telligent study of the whole matter. 


The book is divided into four parts 
which are headed: Mainly Theoretical, 
Statistical, The American Episode, The 
British Episode. They are preceded by 
an introduction of some ten pages ex- 
plaining the organization of the book 
and indicating some of the conclusions 
reached. Professor Harris very thought- 
fully calls attention to those portions 
of the book which may be omitted by 
the general reader but which contain 
material on which the discussion of 
other portions is based and which are 
necessary to substantiate the conclusions 
reached. He also includes a final chap- 
ter in which he summarizes the various 
conclusions which he has reached. At 
various points in the text he pauses to 
summarize or state partial conclusions. 
All this is very helpful to the reader 
who is not a technical expert. The 
book contains many valuable statistics 
and extensive use is made of graphs. 
This volume is not only a study of the 
question in hand, as made by the author, 
but is a source book of material which 
the reader may use in his own inde- 
pendent research in this field. How- 
ever, organized in the manner just in- 
dicated, its conclusions are readily 
available to the general reader who can 
gain much valuable information without 
finding it necessary to read the entire 
text. 

Some of the more important conclu- 
sions reached by the author are: That 
the adjustments of prices and costs to 
exchange depreciation have been re- 
markably small, and even for interna- 
tional commodities have been only of 
the order of one-half; that countries off 
gold have captured an increasing share 
of the world’s trade; and not only was 
the decline in world trade interrupted 
but that the volume of trade tended to 
rise; nor were the gains largely at the 
expense of gold countries; that because 
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exchange depreciation has helped in the 
past is no reason to assume that it will 
help in the future; that at the date of 
writing, the time had not arrived for 
a definite stabilization. 

This volume is one of the most con- 
structive studies made in the field of 
economics for some time. It is thorough, 
and is well documented, and is so or- 
ganized as to be equally valuable to 
technical expert and the intelligent and 
interested general reader. 


An Essay ON THE NATURE AND SIG- 
NIFICANCE OF EcoNoMIcC SCIENCE. 
By Lionel Robbins. Second Edition. 
London: Macmillan & Co., Ltd., 1935. 
Pp. XVIII-160. Price $3.50. 


THE social sciences in general suffer 
from a difficulty which is much more 
serious than a corresponding situation 
which exists in the case of the physical 
sciences: the definition of terms in such 
a way that they will be commonly ac- 
cepted by scientists working in that 
field. In the case of economics, there 
is not even a definition of the subject 
which meets with common acceptance. 

Professor Robbins has addressed him- 
self to the task of endeavoring to work 
out such a definition and having done 
this, if not to his own complete satis- 
faction, at least in such a way that he 
is ready to discuss its nature on the 
basis of this definition and the signifi- 
cance of economics so defined. He has 
undertaken a difficult task and has met, 
if not with complete success, at least 
with such a measure of attainment as 
to merit the sincere thanks of bankers 
and business men as well as economists. 

The value of this little book to the 
banker lies in the fact that it bridges 
to a limited extent the gap which exists 
between the economist working in the 
field of economic theory, and the banker 
who is obliged to deal day by day with 
a multitude of economic facts, many of 
them difficult to understand and not 
easy to deal with in a practical fashion. 
Economic theories, when properly de- 
veloped, should be based on just the 
type of facts that form a part of the 
daily experierice of the banker. Eco- 
nomic theories, really understood, are 


an invaluable aid to the banker and 
business man in the successful conduct 
of his affairs. 

While this little volume is not ad- 
dressed primarily to bankers, and, 
while avoiding much of the technical 
jargon of the economists, is not easy to 
read, nevertheless merits the attention 
of the banker who wishes to understand 
the science underlying his profession 
and, by understanding it, be able to con- 
duct his institution in a safer and more 
profitable fashion. 

The major topics which Professor 
Robbins discusses are: The subject mat- 
ter of economics, ends and means in re- 
lation to economics, the relativity of 
economic quantities, the nature of eco- 
nomic generalizations, economic gen- 
eralizations and reality and the signifi- 
cance of economic science. 


WasHINncTon Jitters. By Dalton 
Trumbo. New York: Alfred A. 
Knopf. 1936. Pp. 287. Price $2.00. 


As long as a country can laugh at it- 
self and its illogical political aberra- 
tions, there is a great deal of hope that 
it will come out all right in the long 
run. If the country can take this book 
and get as much fun out of reading it 
as the author apparently had in writ- 
ing it, the prospects for the future will 
brighten considerably. 

The author states that the characters 
and situations in this book are wholly 
imaginary and the publishers state that 
he has never been east of the Missis- 
sippi. Either the author has a flair for 
things political or else we have in this 
book one of the cleverest. bits of politi- 
cal satire which has been produced for 
a long time. Certainly many of the 
Washington types, if not the actual char- 
acters themselves, have been delineated 
with rare skill. It is to be devoutly 
hoped that many of the men in Wash- 
ington who have been taking themselves 
so seriously may read this book and ap- 
preciate the subtle way in which the 
author has displayed their frailties and 
foibles. 

The story itself presents the history 
of an humble sign painter who quite 
unconsciously found himself placed in 





244 THE BANKERS MAGAZINE 


a position of great power, of how he 
*held the powerful figures of Washing- 
ton in his hand because of his simplicity 
and naiveté, and of how he was finally 
promoted to a place of great importance 
in the administration to keep him from 
being used by others as the head of a 
third party movement which threatened 
to eliminate the party in power in the 
impending election. 

This book is recommended to every 
banker who wishes to pass a pleasant 
evening and gain a more sane and bal- 
anced view of life from the enjoyment 
of a few hours of genuine humor. 


THE New CHANNEL. By Edward Bryan 
Hankins. Boston: The Christopher 
Publishing House. $1.75 net. 


CALIFORNIA soil and climate are so 
favorable to the production of crops of 
many kind that it is not surprising to 
find emanating from that delightful 
region a surprisingly large output of 
monetary, social and economic plans, 
e. g., the Townsend Plan, EPIC, and 
now “The New Channel,” which is in 
part intended to assist in making effec- 
tive the old-age pension plan devised 
by Dr. Townsend. 

It is, perhaps, unfortunate that a 
book of this character should come to 
THE BANKERS MacaziNne for review. 
In this connection the views of the late 
William Dean Howells are recalled 
when he was solicited to purchase a 
course in a correspondence school 
which, he was told, would show him 
how he might become an easy and suc- 
cessful writer. Mr. Howells was at 
the time editor of Harpers Magazine, 
and actually the “Dean” of the Amer- 
ican writing fraternity. He therefore 
replied to this alluring offer that he 
doubted his ability to profit from the 
proposed course of literary tuition, ad- 
mitting that he was old and somewhat 
set in his notions. 

In this latter respect THE BANKERS 
Macazine finds itself in a similar posi- 
tion—as respects age and a certain per- 
sistence of ideas about money. 

But Mr. Hankins is evidently pro- 
foundly stirred by what he considers 
the defects in our monetary system, and 


is evidently sincere in believing that his 
proposals would bring about something 
approximating perfect human _happi- 
ness. His production is therefore en- 
titled to fair treatment, and that it 
shall receive so far as possible in the 
face of disagreement with the plan. 

What is the plan? Essentially, the 
proposal is to set up a new channel, 
styled the Public Depository of Mathe- 
matical Wealth. Funds of this de- 
pository would be accumulated from 
such checks or credits as the people 
might receive or have as the result of 
their business transactions, or they 
might be added to by deposit of the 
checks drawn against bank deposits. 
Funds in the new depository could be 
drawn against to any required amount, 
not exceeding the total of the deposit 
made. It is not clear that such checks 
would be accepted other than by those 
who were participating in the plan, 
even locally, while the difficulty would 
be increased so long as the plan re- 
mained inoperative on a national scale, 
which is the final aim. 

How are the deposits secured? As 
soon as deposits are received, they are 
turned over to a local bank, and when 
they accumulate to a sufficient extent 
they are invested in United States 
bonds. In time it would be expected 
that, when the plan became national— 
that is adopted by Congress—the entire 
public debt of the country would be 
cancelled, and that without resort to 
taxation. Then, of course, the de- 
positors in the new channel would have 
no security. But this defect would be 
cured by having the deposit credits se- 
cured by the national wealth—the old 
familiar doctrine of “Monetizing the 
people’s wealth.” 

The author considers it highly de- 
sirable that bank deposits should not 
be allowed to lie idle, and to prevent 
their doing so he proposes a tax of 
per cent. monthly on unexpended bal- 
ances. Out of this tax 314 per cent. is 
to be applied to the old-age pension 
fund, the remaining 114 per cent. being 
for other purposes. A tax of 60 per 
cent. per annum ought to prevent any 
substantial amount of deposits remain- 
ing idle for as much as thirty days, and 
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even the 18 per cent. would probably 
produce the same result. 

On page sixty-two it is proposed to 
omit the 314 proposed monthly Town- 
send pension tax fund, but in a suc- 
ceeding paragraph on the same page 
a tax of 5 per cent. on the 125 billions 
of the nation’s exchange is supposed to 
produce $6,250,000,000. Now, it is a 
little difficult to see if the 5 per cent. 
monthly tax is expected to prevent the 
accumulation of deposits and to compel 
their circulation, how any such sum as 
this would be obtained. 

But does not this plan, and many 
like it, rest on the mistaken fallacy that 
more purchasing power is to be placed 
in the hands of consumers by monetary 
manipulation of one kind or another? 

In such plans, whether originating 
at Washington or in California, little 
confidence can be placed. 

Purchasing power is but one factor, 
of which the other is not money, but 
production. 


INFLATION, INEVITABLE OR AVOIDABLE? 
By Arthur W. Marget. Minneapolis: 
The University of Minnesota Press, 
1937. Pp. 31. Price 25 cents. 


Tus little pamphlet is an eminently 
fair and intelligent analysis of the pres- 
ent situation in this country in respect 


to inflation possibilities. The author 
recognizes that a certain amount of in- 
flation has already taken place and that 
more is likely to follow but he is not 
among those who feel that we must in- 
evitably follow in the footsteps of Ger- 
many. 

He recognizes the importance of 
government financing in bringing in- 
lation to the point which it has already 
reached, and he emphasizes the neces- 
sity of a retrenchment in government 
expenditures, if seriously harmful in- 
flation is to be avoided. He stresses 
the new powers which have been given 
to the Federal Reserve Board which 
should enable them to do much to check 
inflation, but raises a discreet query as 
to whether the board will have the wis- 
dom and courage to exercise those 
powers at the proper time. 

The weakest point in his discussion 
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is his handling of the question of the 
large influx of gold into this country 
and the ways and means which are be- 
ing employed to control this gold. 
Here is a very important inflationary 
factor which may upset the rest of his 
analysis. As yet, the Government has 
not shown that degree of sagacity in this 
matter which could be desired. 

The pamphlet is a sane and stimulat- 
ing discussion of a very vital question. 
It can be commended to all bankers. 


THe New FEDERAL RESERVE SYSTEM. 
By Rudolph L. Weissman. New York: 
Harper & Bros. 1936. Pp. XII-301. 
Price $3.00. 

THE title of this book is somewhat of 
a misnomer, for it is not devoted even 
primarily to the changes which have 
taken place in the Federal Reserve Sys- 
tem in the past few years. As a matter 
of fact, it is in part an analysis of the 
Federal Reserve System and how it 
functions and in part a brief history of 
that system from the foundation to the 
middle of 1936. In several chapters, 
analysis and history are carried along 
together. In short, the book is not as 
well organized as might be desired. 

On the other hand, there is one out- 
standing desirable quality which offsets 
the lack of strictly logical organization, 
namely, its readableness. The author, 
so the book announcement says, has had 
magazine experience, and this experi- 
ence shows in the easy style in which 
the book is written. The volume is di- 
rected to the person who has no great 
familiarity with the history, policies and 
operations of the Federal Reserve Sys- 
tem and it is well adapted to that pur- 
pose. It should, therefore, be particu- 
larly valuable to the banker who has 
only a limited acquaintance with the 
Federal Reserve System and its effect 
on banking. 

While the book is loosely organized, 
its contents are free from any but minor 
inaccuracies and the discussion of the 
various topics is sound and construc- 
tive. On the other hand, the author has 
not hesitated to criticize certain of the 
acts and policies of the Federal Reserve 
Board and of the several banks where 
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he has disagreed with what has been 
done. 

On the whole, the historical portions 
of the book have been handled with 
greater skill than have the analytical. 
For this reason the chapter on open 
market policies and on episodes in Fed- 
eral Reserve history are the best. 


Municipat Bonps. By A. M. Hillhouse. 
New York: Prentice-Hall, Inc., 1936. 
Pp. xiv-579. Price $5.00. 


THERE is probably no class of bonds 
which has caused more uncertainty in 
the minds of investors in the past few 
years than municipal bonds. Taken all 
together, municipal bonds show a dis- 
tinctly satisfactory record when com- 
pared with other classes of bonds, but 
taken as issues of individual commu- 
nities and it will be found that some of 
them are among the worst of all. In 
spite of the fact that recent months have 
seen a very marked increase in the price 
of municipal bonds as a class, there are 
still a goodly number of issues whose 
future is clouded in uncertainty. It is 
particularly fortunate, therefore, to have 
the book in question published at the 
present time for it sheds considerable 
light on a problem that is puzzling 
many bankers as well as other investors. 

This volume begins, after a brief in- 
troductory chapter, with several chap- 
ters devoted to the history of municipal 
bonds of various kinds. Bonds issued 
in the South during the regime of the 
carpetbaggers, bonds issued during real 
estate booms and especially railroad 
aid bonds are discussed at some length. 
As most of these bonds have now van- 
ished, these chapters are of more aca- 
demic than practical interest at the 
present time. They serve to give an 
historical background to the discussion 
of more recent issues. 

The balance of the book is devoted 
to questions of marked practical sig- 
nificance at the present time. There is, 
for example, a chapter on special assess- 
ment and special district defaults. 
Those who have had experience during 
past months will recognize the im- 
portance of this subject and the diffi- 
culty of obtaining any: significant in- 
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formation in regard to this matter in 
general or in regard to particular issues. 

Then follow in rapid succession chap- 
ters on the causes of defaults of munic- 
ipal bonds and an analysis of the 
conditions which lead up to these 
causes; creditors’ remedies; remedial 
measures which may be taken by the 
states in which the municipality is lo- 
cated; the adjustment of debts; the con- 
sequences of default and ways and 
means of preventing defaults. There is 
also an interesting chapter on_ the 
Canadian experience with municipal de- 
faults. 


The main reasons for defaults are: 
overborrowing, the economic breakdown 
of the community and political chican- 
ery. In the term “overborrowing” may 
be included, borrowing in such a way 
as to cause an undue concentration of 
maturities. The author explains vari- 
ous creditors’ remedies but in the long 
run the only real remedy which the 
bondholder possesses is the fact a 
municipality is sure to want to borrow 
some more some time, and, as a practi- 
cal matter, it cannot do so until it has 
effected a more or less reasonable settle- 
ment of its past debts. 

Bondholders should remember, how- 
ever, that many of the communities are 
now confronted with impossible. situa- 
tions and that the wisest and best way 
out of the situation is to codperate with 
the municipalities when they show an 
honest desire to wok an equitable ad- 
justment. The state governments of 
some of the states, notably North Caro- 
lina and New Jersey, have contributed 
helpfully in the form of new legisla 
tion. Gradually, many of the situations 
which appeared almost hopeless some 
months ago are being worked out. Some 
cases are perfectly hopeless; the only 
thing to do in such instances is to clean 
them out as soon as possible and en- 
deavor to see to it that they are not re 
peated. 

The author gives some excellent ad- 
vice on ways and means of preventing 
defaults in the future. Unfortunately, 
most of it will probably go unheeded. 
Bankers, however, can well afford to 
study his suggestions. 
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Research in Banking 


By Raymonp N. BALL 
President of the New York State Bankers Association and President of the Lincoln- 
Alliance Bank and Trust Company, Rochester, N. Y. 


ECENTLY the President of the 
United States was inaugurated 


for another four-year term. He 
assumed his new term of office follow- 
ing an overwhelming vote of confidence 
of his policies as expressed at the polls 
last November. A number of these 
policies have had far-reaching effects 
upon many phases of the banking busi- 
ness. 

The maladjustments created by the 
World War have caused revolutionary 
changes in the political, social and eco- 
nomic life of the peoples of the world. 
The repercussions of events during the 
twenties, culminating in our collapse 
in 1929, brought us face to face with 
the reality that we were confronted with 
one of the most difficult situations in 
the history of our country. The elec- 
tion in 1932 gave evidence of a wide- 
spread dissatisfaction with existing con- 
ditions and Government policy, with the 
result that our traditional and accepted 
views of the functions of government 
were challenged. 

These new concepts have found ex- 
pression in the unprecedented legisla- 
tive acts and policies that have emanated 
in the Congress and Government de- 
partments. Among these, the Gold Re- 
serve Act of 1934, together with other 
monetary and banking legislation en- 
acted since March, 1933, have given 
this country an avowedly novel mone- 
tary system, unique and unprecedented 
in American monetary development. 
Extremely complex, and with implica- 
tions far beyond our ability to perceive, 
its ultimate significance and effects are 
matters which only the passage of time 
will disclose. 

The results of the recent election 
should not, I believe, be ignored. If 
we believe in a democratic form of 
fovernment, and I assume that there is 


. From an address before the New York 
State Bankers Association. 


no one of us who does not, we must 
recognize that the voice of the people 
as expressed at the polls in November 
is but the echo of the expression of the 
will of the people which has been heard 
in various foreign countries before and 
since the World War. There has been 
a growing movement on the part of the 
people, even ante-dating the World 
War, for better social conditions. This 
movement has expressed itself in vari- 
ous forms in different countries. 

In attempting to accomplish the ex- 
pressed desires and needs of the major- 
ity for better social conditions, I do 
not believe we are headed for com- 
munism, socialism or fascism in this 
country. I am not disturbed, as yet, 
about a radical change in our form of 
government. We should be greatly 
disturbed, however, unless we face the 
facts and recognize that the desires for 
these changes are world-wide in their 
roots. I believe the leadership of 
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American business which has shown 
great capacity in developing our great 
business enterprises will accept the 
challenge and make its contribution, in 
coéperation with government, toward 
the solution of many of our new prob- 
lems and thereby help to preserve the 
basic principles of our economic sys- 
tem under which this nation has grown 
and prospered for many years. This 
responsibility, however, is not solely 
that of the industrialist. We as bank- 
ers must accept our share. We have in 
the past occupied an important place 
in the economic life of the country. I 
am confident we will continue to do so. 
Our place, however, will be very largely 
made by our own efforts. 

It is hardly necessary for me to quote 
from statistics to substantiate the state- 
ment that great progress has been made 
in our economic recovery since the dark 
days of 1932 and 1933. Reference to 
recent Federal Reserve Bulletins dis- 
closes significant improvement in the 
various composite indexes on produc- 
tion, employment and trade. We also 
know that our national income has in- 
creased, that commercial failures have 
been reduced and, of even greater im- 
portance, that the spirit of our people 
has been transformed from one of de- 
featism to one of confidence and op- 
timism. This change is reflected in 
marked improvement in the banking 
situation. Since 1932 deposits (exclu- 
sive of interbank deposits) have in- 
creased ten billion dollars and loans 
and investments have increased three 
and a half billions. Commercial loans 
are showing some signs of revival, bank 
earnings are better in spite of lower 
interest rates and these together with 
large recoveries from previous write- 
offs on loans and securities, have 
greatly strengthened the position of 
banks. In addition to this many banks 
have reduced or retired their obliga- 
tions to the Reconstruction Finance 
Corporation from earnings and from 
new private capital. 

In spite of the general improvement 
that has taken place, it would be ignor- 
ing facts to state that we have returned 
to a stable prosperity. The paradox 
of widespread unemployment in the 


face of increased production; the exist- 
ing trade barriers to better international 
trade; the uneven recuperation within 
the economic structure; the fact that 
the Government still finds it necessary 
to borrow heavily to support its pro- 
gram; the effect of higher taxes im- 
posed during recent years; and the 
current employer-employe strife, are 
serious obstacles to full normal recov- 
ery. Banking is affected by these fac- 
tors as well as the immediate problems 
in connection with the redundancy of 
funds, excess reserves, the lack of de- 
mand for loans, holdings of Govern- 
ment obligations, Government monetary 
policies and banking competition, to 
mention only a few. In spite of the 
general improvement in business con- 
ditions, we cannot afford to become 
complacent about our banking situa- 
tion. 


Monetary and Banking Experiments 


For nearly a hundred and fifty years 
we have been experimenting with our 
monetary and banking system in the 
hope of evolving a system to better 
serve the needs of this country. It is 
far more intricate and complex today 
than ever before. While few will deny 
that our banking system, if we may call 
it a system, has made a great contribu- 
tion to our economic development, we 
as bankers cannot treat lightly the fact 
that it has failed in every major eco- 
nomic crisis—the panic of 1837, the re- 
sult of the practices of many unbridled 
and characterless banks; the panic of 
1857, following the collapse of the 
railway-building boom; the panic of 
1875, the inevitable result of disloca- 
tions caused by the Civil War; the panic 
of 1893, caused largely by faulty 
monetary legislation; the currency 
panic of 1907, when bank holidays were 
declared in many states; and finally, 
the crisis of late 1932 and early 1933, 
culminating in the closing of every bank 
in the country for a week. Many bank- 
ing students and authorities feel that 
in spite of all that has been done since 
the establishment of the Federal Re- 
serve System, we have not yet fou 
the solution to a proper banking struc 
ture for this country. There are still 
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many vital questions to which we must 
‘ constantly seek the answers. 

Historically, banking in this country 
has been a matter of public concern 
and Government supervision and regu- 
lation, but during the last few years we 
have seen the Government assume rather 
complete control over money and bank 
credit in an effort to hasten and assist 
national economic objectives. 


Existing Banking System on Trial 


If the solutions to many basic finan- 
cial problems have not been found be- 
fore another major depression, we may 
see our chartered unit banking system 
entirely eliminated and, in response to 
the demands of the general public, Gov- 
ernment ownership and operation sub- 
stituted in its place. We may then real- 
ize, in retrospect, that the establishment 
of the guarantee of bank deposits 
through the operation of the Federal 
Deposit Insurance Corporation was, 
unconsciously, only the initial step and 
was not merely a stop-gap. We may 
also find that the Government’s interest 
in the field of lending through the 
agencies of the Reconstruction Finance 
Corporation, the Home Owners’ Loan 
Corporation, the Federal Housing Ad- 
ministration, the Federal Farm Credit 
Administration, the Federal Farm Loan 
Association, through which agencies 
billions of dollars have been loaned 
during the past few years, has provided 
it an experience which will prove to 
be invaluable for the larger bank task 
which Government may assume, in re- 
sponse to public demand, if unit bank- 
ing fails again. 

I agree most heartily with the state- 
ment made recently by an eminent 
judge of the Federal courts, who stated 
before a meeting of bankers, “Gentle- 
men, your acts over the next ten years 
will determine whether banking shall 
coulinue to be conducted by private 
interests, or become a function of the 
national Government.” We are on trial. 
Our future rests largely with us. We 
have a great deal at stake, and it be- 
hooves us to give serious thought to 
our whole program for the future. 

As the recovery processes continue, 


249 


we should not forget our experience of 
the last few years and be lulled into 
complacency. The future may call upon 
us to make even greater adjustments 
than we have made in recent years, and 
if we are to meet the situation, we must 
approach the problem as vigorously 
and scientifically as possible. If we 
are to be prepared to exert our proper 
influence and leadership, we must first 
have the facts upon which our views 
and opinions are based. Rule-of-thumb 
methods and prejudice must give way 
to more orderly and continuous study 
of our business. 

There may be some of our banks 
well equipped in personnel and other 
facilities to anticipate future trends and 
events enabling them to provide for 
any exigencies. It is not sufficient, 
however, that only a few banks be in 
this position. It became evident in 
1933 that even these banks were vul- 
nerable when an epidemic of banking 
trouble once started. The problems of 
all in such times become the problems 
of each individual institution no mat- 
ter how large or how small. Our 
forty-nine different banking systems 
then become in reality one banking 
system. 


Need of Sound Research in Banking 
Problems 


The day has arrived in banking, as 
it arrived many years ago in industry, 
when we are greatly in need of more 
sound research in banking problems— 
research conducted in the interest of all 
banks. 

We have heard a great deal about 
research in the past year or two. It 
has come to mean many things. The 
type of banking research to which I 
refer, however, has been ably defined 
recently by Professor F. Cyril James, 
as follows: 


Research is not magic, nor are research 
methods a philosopher’s stone that will turn 
dross to gold in the twinkling of an eye. 
Research is nothing but the attempt to dis- 
cover new ways of doing things when the 
old ones are no longer satisfactory. It re- 
quires of us that we shall be willing to 
appraise our traditional methods and struc- 
tures critically, and to change them if they 
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can be improved. It demands that we shall 
be presevering in our search for the best 
way of improving those methods and struc- 
tures. And, by no means least, it demands 
that we shall be intellectually honest, not 
clinging to habits and ideas because they 
have the comfortable feeling of a tradition 
long-enjoyed, nor jumping at new sugges- 
tions merely because they are novel. Only 
if these three demands are fully satisfied 
can we reap the rich rewards that such a 
program of research as that now contem- 
plated offers to the banking community. 


I do not believe that 1 need to dwell 
further upon the question of the need 
for research in banking. We have 
benefited greatly by the efforts in this 
field by our own commission appointed 
two years ago to study the changes 
which have taken place in our own state 
since 1923. The reports already issued 
by that commission have been of great 
value to all of us. That commission 
is still active. Over forty other states, 
I am informed, are conducting similar 
surveys this year. But, necessarily, 
sound research in the many fields of 
banking activity cannot be carried on 


by committees whose members are busy 
with their own day-by-day problems 
and who, therefore, can devote only a 
portion of their time to general prob- 


lems. Industry, which this year is 
spending over fifty million dollars in 
research activities, certainly would 
never have made the progress it has 
by employing such methods. Ifa sound 
research program is to be pursued it 
must be the responsibility of a small 
group of trained men devoting their 
full time to a study of the problems 
involved, and I believe the time has 
come when the New York State Bankers 
Association should: sponsor such a full- 
time research program by being in- 
strumental in founding in New York 
State an Institute for Research in Bank- 
ing. 

It is evident that our state is espe- 
cially suited for the conduct of such an 
. experiment. New York City is the 
great financial center of the country, 
the home of the Federal Reserve Bank 
‘of New York serving the Second Dis- 
trict, the headquarters for the leading 
lenders in the field of consumer credit 
and the larger underwriters of security 
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issues. New York State is a great in- 
dustrial state as well as an important 
agricultural state. The National Bank- 
ing System is represented in the state 
by strong banks. The state system, em- 
bracing trust companies, commercial 
banks, and savings banks, is especially 
strong and well codrdinated. It is ap- 
parent that every important phase of 
banking and finance is here repre- 
sented. Our state would seem to furnish 
an ideal laboratory for research in 
barking. 

The New York State Bankers Asso- 
ciation numbers in its membership rep- 
resentatives of all these different 
groups. An institute for research in 
banking, if sponsored by the associa- 
tion, could be closely identified with the 
problems and affairs of the members, 
particularly through an agency which 
is functioning day in and day out 
throughout the year in _ continuous 
search for facts having a bearing on 
the multitudinous problems of finance. 
The institute would have ample oppor- 
tunity, in close association with all our 
members, to test its theories by practi- 
cal experience. Its practical suggestions 
would be readily adopted. 

The institute should be located out- 
side of New York City—the financial 
center of the country—so that no one 
could logically offer the criticism that 
its findings were influenced by our 
larger financial institutions. It may 
even seem wise and advisable to asso- 
ciate it with one of our leading uni- 
versities, particularly one interested in 
the broad field of research. 


Its governing board of directors, de- 
termining its policy, might well include 
in its membership, not only men ac- 
tively engaged in banking, but repre- 
sentatives of banking supervisory au 
thorities, industry, agriculture, and the 
general public as well. 

The institute should include in its 
full time staff men experienced in bank- 
ing as well as competent scholars 
trained in the field of research. These 
men should be scientists in the field of 
applied economics, constantly seeking 
the solution to our present problems 
but, of even greater importance, they 

















should be interested in attempting to 
chart our course for the future. 

The active personnel of the institute 
must be of high caliber so that the find- 
ings of the institute will command the 
respect of our depositors, our repre- 
sentatives in law-making bodies, . bank- 
ing supervisory authorities, and the 
management of our individual banks. 
These findings should be published 
from time to time for the benefit of 
all who are interested in: the field of 
banking either directly or indirectly. 
At least once a year a symposium 
should be conducted in the interest of 
its supporting members. 

Such an institute of research, func- 
tioning every working day, year in and 
vear out, | am confident will fully jus- 
tify its cost and yield ample dividends 
on the investment made by its support- 
ing membership. It is not too much 
to “hope that it will contribute greatly, 
in codperation with other existing 


agencies, toward solving many of the 
complex problems. with which the 


banking fraternity of the nation is 
faced today and to a constant better- 
ment of our banking structure as a 
whole. 

Such an institute will aid us greatly, 
I am confident, in formulating sound 
programs for banking in collaboration 
with the Government for the general 
good. It will also greatly assist us in 
formul lating honest and _ constructive 
criticism, Laced upon facts, of unwise 
legislation in the field of finance. It 
will also enable us to propose con- 
structive legislation which, based upon 
sincere and unbiased investigation, 
seems to be needed, particularly to 
meet changing economic conditions as 
they may arise. 

Since this proposal was first made 
public, your president has consulted 
with banking supervisory authorities, 
with many of our members and with a 
number of industrial leaders. Your 
committee on activities has considered 
the proposal at length at several of its 
meetings. Only Siverable criticism has 
been made of the plan. The need seems 
to be apparent for such an agency. 


’ Although it could not be financed 
”y the association itself, I am confident 
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that a sufficient: number of .our. mem- 
bers are interested to underwrite, by 
yearly contributions, its costs. 

The events of recent years have 
brought about a new period in our 
banking history. Shall we join to- 
gether in support of a common effort 
to solve many of its major problems or 
shall we continue to let some one else 
do this for us and by our complacency 
be forced to accept whatever. solutions 
may be offered? 


© 


AGAINST CONCENTRATION OF 
WEALTH 


It is certainly not to the best interest 
of our country that control of wealth, 
industry and credit be concentrated in 
a few hands. That is so fundamental 
as not to be open to argument. Busi- 
ness has, in fact, been running too much 
to size for the general good, as have 
credit institutions. . .. They become 
impatient with those in the average 
class who are trying to get along. En- 
tirely too few of them realize the neces- ; 
sity for restraint of their powers. The 
continued struggle for corporate ex- 
pansion is dangerous; it not only puts 
too much power in a few hands, but too 
many people in the employe class. If 
we ever have a serious disturbance it 
will be due to this. . . . Entirely too 
many  self-perpetuating bodies and 
boards control the money and credit of 
the country, money and credit that be- 
longs to the people. This is the natural 
result of concentrated power and is not 
good.—Jesse Jones. 


BRANCH BANKING 


THE advantages of genuine branch bank- 
ing are usually recognized, I think, even 
by its opponents—banks large enough 
to afford good management and with 
their risks spread over a territory suf- 
ficiently wide to cover a variety of in- 
dustries so that temporary depression 
in one industry may be compensated 
for by an increased prosperity in an- 
other—Edmund_ Platt, vice-president, 
Marine Midland Group, Inc. 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 








ACK in 1933 when the emergency 

banking situation led to the crea- 

tion of the Federal Deposit Insur- 
ance Corporation, members of the 
banking fraternity objected vehemently. 
The history of eight state laws was, in 
the opinion of many, ample proof of 
the inadvisibility of any attempt to 
guaranty bank deposits. 

Apprehension toward the insurance 
plan was largely justified, if bankers 
were to consider state deposit guaranty 
systems as criteria of its efficiency. De- 
posit insurance has always been the 
subject of debate, and the present Fed- 
eral system is no exception. Neverthe- 
less, it should be remembered that 
through the Banking Acts of 1933 and 
1935 many of the weaknesses inherent 
in the futile attempts of states to guar- 
anty deposits were cautiously averted. 

Over the period of 1907 to 1917 eight 
states established guaranty funds. They 
included: Oklahoma (1907); Kansas, 
Nebraska, and Texas (1909); Missis- 
sippi (1914); South Dakota (1915); 
North Dakota and Washington (1917). 
It was not entirely coincidence that all 
of these funds were destined to failure 
even before the bank panic of 1933. 
Each of them was susceptible to weak- 
nesses in structure and administration. 
Furthermore they were adversely af- 
fected by the overabundance of failures 
in the past decade. 

By 1930 the last of the state deposit 
guaranty funds had become insolvent. 
Even if they had remained operative up 
to that time, the large number of bank 
failures during 1930 and*1931 would 
have, nevertheless, effected their col- 
lapse. Richard M. Boeckel points out 
that during these two years there were 


This is part of a study made by the 
author on Bank Examinations in the FDIC. 
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State Guaranty Systems and the FDIC 
By Eucene C, Zorn, Jr. 


665 suspensions, affecting $152,424,000 
in deposits, of banks in those states 
which had enacted guaranty laws. 

Although there were minor differ- 
ences in the state guaranty systems, they 
were established on the same general 
principles. Inherent in them were weak- 
nesses which were ultimately to lead to 
their collapse. In the establishment of 
the Federal Deposit Insurance Corpora- 
tion, therefore, an attempt was made to 
remedy the evils which were likely to 
affect adversely the Federal insurance 
plan. 


Compulsory Membership 


Of primary consideration is the fact 
that five of the eight states enforced 
compulsory membership in their re- 
spective funds for state banks. This 
constituted an unsound feature, since 
such provision failed to consider the 
burden which weak banks were to exert 
upon the guaranty funds. In the May, 
1936, issue of the Columbia Law Re- 
view it was pointed out that “perhaps 
one of the most fatal procedures under- 
taken by most of the state systems was 
to admit to participation all banks with- 
out attempting to weed out the un- 
sound.” Further criticism was voiced 
by the Economic Policy Commission of 
the American Bankers Association, 
which wrote: “An important aspect of 
any guaranty or insurance plan is the 
condition under which risks are ad- 
mitted to its protection.” The state 
guaranty plans failed to comprehend 
this matter. It is obvious, therefore, 
that their compulsory nature lent sup- 
port to the argument that deposit guar- 
anty is a tax upon sound banking and 
a premium upon unsound banking. 

In contrast with the state systems, the 
Federal Deposit Insurance Corporation 
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membership is voluntary for non- 
member state banks. While members 
of the Federal Reserve System are com- 
pelled to become insured, they have 
been required to obtain a certificate of 
liquidity from the Comptroller of the 
Currency in the case of national banks, 
and from the Board of Governors of 
the Federal Reserve System in the case 
of member state banks. The effect has 
been that banks under compulsory in- 
surance have been tested as to sound- 
ness prior to admission into the fund. 

State banks which desired voluntary 
membership in the FDIC were examined 
prior to their admission to insurance. 
When weaknesses in one form or other 
were discovered, correction was made 
or the banks were barred from the fund. 
Definite discrimination was shown 
against banks which were beyond re- 
habilitation. 

It was contended that if the FDIC 
were to enforce rigid standards for ad- 
mission, a comparatively small number 
of large, solvent banks would merely 
be guaranteeing each other’s deposits, 
and that the “outer circle of weaker 
banks” would be left without insurance. 
This theory has been refuted by the fact 
that few banks have been excluded by 
the FDIC and that almost all banks 
which were unable to gain membership 
immediately were permitted, through 
the capital rehabilitation program of 
the FDIC and the Reconstruction Fi- 
nance Corporation, to better their finan- 
cial condition. 


The state guaranty systems included 
an excessive number of state banks, 
many of which were economically un- 


sound. During the period of the for- 
mers’ existence, the chartering of banks 
was performed very loosely, so that in- 
stitutions which were not sure of future 
success were chartered and given the 
questionable benefits of the compulsory 
guaranty of deposits. Consequently 
losses to the guaranty funds, incurred 
by the failure of such banks, taxed the 
sounder institutions which had to meet 
regular and special assessments. 

The position of the Federal Deposit 
Insurance Corporation has been some- 
what different. Because it has the power 
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to refuse insurance to economically un- 
sound banks, the chartering of such 
banks is expected to be deterred. Chair- 
man Crowley recently pointed out that 
the FDIC has been gaining the codpera- 
tion of state authorities so that in most 
cases charters are denied to banks un- 
less they become insured. Thus, they 
must be economically justified prior to 
receiving a charter. 


A large number of state banks have 
become insolvent and inoperative since 
the state guaranty systems were in exist- 
ence. To some extent, therefore, the 
excessive number of banks, which was 
one cause of failure in the aforesaid 
systems, does not affect the corporation. 


The Question of Examinations 


It is interesting to contrast the ap- 
plication of bank examinations by the 
FDIC with the activities of the defunct 
state guaranty plans. The latter suf- 
fered either from failure to perform ade- 
quate examinations, or, in those states 
in which they were made, from failure 
to exercise corrective authority over in- 
stitutions in which deposits were guar- 
anteed. It is not necessarily true that 
the administrators of the guaranty funds 
failed to comprehend the need for bank 
examinations. Their approach to the 
problem was unscientific. For example, 
in Oklahoma it was decided that all in- 
stitutions, the deposits of which were to 
be guaranteed, should submit to exami- 
nation. A staff of bankers was imme- 
diately assembled. These men had little 
knowledge of the technique of bank ex- 
amination with the result that inade- 
quate analyses of the banks’ condition 
were made. Further evidence of the 
unscientific approach to the problem 
may be derived from the fact that in 
one other state, bank examiners were 
elected by popular vote. 


In some states, adequate examinations 
were made. They proved useless, how- 
ever, because of the failure of author- 
ities to enforce banking laws. Unsound 
practices and violations of law remained 
uncorrected. The weakness emerging 
from this state of affairs was a decided 
shortcoming of the state systems, since 
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the utilization of examination findings 
is necessary to the correction of un- 
sound conditions in individual banks. 
Weakness of management was one of 
the important causes of the state systems 
of deposit guaranty. Therefore, with 
inadequate bank examinations, the funds 
failed to provide necessary protection. 


Bank examinations in the FDIC have 
assumed special significance, since it is 
the first Federal organization having 
supervisory control over a large major- 
ity of state banks. The FDIC has re- 
versed the position of the state guaranty 
funds, and has insisted upon the periodic 
examination of insured banks and upon 
the correction of weaknesses. Its desire 
to promote higher standards of banking 
practice in weak banks is essential to 
the successful operation of insurance. 
It is not the object of the corporation 
to wield an iron hand over internal bank 
management, yet for the safety of the 
fund, the protection of the individual 
risks is important. Its power to ter- 
minate the insurance of banks not con- 
forming to sound management prin- 
ciples ‘has become an_ authoritative 
weapon in administering supervisory 
control. In its bank examinations and 
corrective authority, therefore, the FDIC 
maintains a decided advantage over the 
defunct state guaranty systems. 

Deposits were fully covered by guar- 
anty in the state plans. The several 
state funds assumed complete liability 
for the repayment of depositors’ claims 
in closed banks, provided that the de- 
posits were not otherwise secured. The 
result was that failure of the larger 
banks which carried large individual 
accounts had a weakening effect upon 
the guaranty systems. 


Limited Coverage 


In contrast, the FDIC is limited by 
the Banking Act of 1935 to the insur- 


ance of deposits only up to five thou- 


sand dollars per depositor. It does not 
assume liability for the repayment of 
claims on any account in excess of that 
figure. The limited liability becomes a 
protection to the corporation, for while 
98.5 per cent. of the depositors of in- 
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sured banks are fully covered by insur- 
ance of the $5000 limit, it does not 
undertake the dangerous risk incurred 
by failure of a bank having a good por- 
tion of its accounts in excess of the 
legal insurance limit. It becomes evi- 
dent, therefore, that the FDIC serves to 
protect the individual depositor, rather 
than to guaranty bank credit by full 
coverage of deposits. The latter was 
the case in the state guaranty plans. 

Another shortcoming of the state 
guaranty systems was their localized 
nature. Lack of diversity of risk was 
an important weakness. The systems 
were established in the West, chiefly in 
agricultural districts, where crop fail- 
ures were likely to have a disastrous 
effect upon banking. For example, the 
failure of the Nebraska fund was at- 
tributed principally to the sharp decline 
in agricultural prices. In this connec- 
tion, Thomas Bruce Robb wrote: “Con- 
centration of risk—known in fire insur- 
ance as the conflagration hazard—has 
wrecked many an insurance program, 
and it was concentration of loss due to 
lack of economic diversification and the 
depression phase of the business cycle 
that proved the undoing of the guar- 
anty laws.” 

The administration of the Federal 
Deposit Insurance Fund is not affected 
by the lack of diversification of risk as 
in the case of the eight state guaranty 
plans. The former insures banks in all 
forty-eight states. Although economic 
disaster may cause the failure of banks 
in one section of the country, it does 
not forebode the collapse of a Federal 
system of deposits. Since the geographic 
diversification of risks is an important 
consideration, the FDIC, in this respect, 
maintains another noteworthy advantage 
over the state plans. 

The failure to liquidate institutions 
which were beyond recovery also led 
to weakness in the former attempts at 
deposit guaranty. The gradual dissipa- 
tion of assets in unsound banks con- 
tributed further to the losses of the 
guaranty funds. This may be contrasted 
with the power of receivership vested 
in the FDIC for the prompt and eff- 


cient liquidation of insolvent national 
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banks. The corporation has likewise 
obtained permission to serve as receiver 
for nonmember: state’ banks when stat- 
utes allow it to do so. 


Weakness of State Systems 


From the preceding discussion, the 
chief weaknesses of the state guaranty 
systems may be summarized as follows: 
"1. Failure to weed out unsound banks 
and to establish rigid standards of ad- 
mission. 

2. Failure to provide adequate bank 
examinations with the accompanying 
authority and responsibility for «cor- 
recting weaknesses in individual banks, 
as well as failures to enforce banking 
laws. 

3. Coverage of deposits to their full 
amount, thereby creating a greater lia- 
bility for the guaranty funds. 

4. Concentration and lack of diver- 
sification of risk, thereby incurring sus- 
ceptibility to localized economic condi- 
tions. 

5. Failure to liquidate institutions 
which were beyond recovery. 

The Federal Deposit Insurance Cor- 
poration has been so planned as to 
eliminate weaknesses which led to the 
collapse of the state guaranty funds. It 
must be admitted that the Federal sys- 
tem of insurance is no cure-all to bank- 
ing weaknesses. The entire matter of 
the advisibility of deposit insurance as 
a solution to the problem of bank fail- 
ures is open to question. A good per- 
centage of bankers are opposed to it. 
Others have contended that it has ac- 
complished a great deal in bringing 
about banking reform. 

Notwithstanding the opinions for and 
against deposit insurance, one must 
grant that the present system under the 
administration of the Federal Deposit 
Insurance Corporation is a decided im- 
provement over the attempts by states 
to provide a deposit guaranty. The 
latter, which will remain as a blot upon 
the pages of American banking history, 
are no longer convincing proof of the 
inadvisibility of a deposit guaranty sys- 
tem. The Federal Deposit Insurance 
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Corporation, on the other hand, has met 
with: financial success during its com- 
paratively short span of existence. 
Whether it will be able to withstand 
the pressure of economic stress remains 
to be seen. Nevertheless, it is reassur- 
ing to observe that the present system 
of deposit insurance is founded on more 
sound principles than were the state 
guaranty funds. 

© , ' 


DEPRESSION AHEAD! 


THE situation in this country is rapidly 
approaching the same point that existed 
in the summer of 1929 and, unless effec- 
tive measures are applied at once, 
within twenty-four months the country 
will find itself on the brink of another 
serious depression. 

Contrary to the thinking of some 
statisticians and pseudo economists, de- 
pressions are no more unavoidable than 
yellow fever, smallpox, the black plague 
or other epidemics of the past. Bank- 
ing science through taking the proper 
measures can stamp out the black 
plague of depression, just as medical 
science has exterminated its black 
plague. The inevitable consequence of 
any kind of inflation is depression, and 
to prevent depressions, it is simply 
necessary to prevent  inflation.—Dr. 
Joseph E. Goodbar, president, Society 
for Stability in Money and Banking, 
Inc. 


DISTRIBUTION OF INCOME 


Any distribution of income which serves 
to enhance mass purchasing power 
should strengthen our whole economic 
organization, but further efforts along 
these lines should be based, first upon 
a thorough understanding of how far 
the diversion of income to employes has 
already gone, and second upon a realiza- 
tion of the possible dangers of taking 
from entrepreneurs and property own- 
ers income which is necessary for fur- 
ther capital development.—“The Index,” 
published by The New York Trust Com- 
pany. 





ADVERTISING AND PUBLIC RELATIONS 
Edited by Malcolm Davis 


False Whiskers 


HE muttonchops adorning the 

austere countenances of financiers 

a generation ago probably indi- 
cated dignity. But there is nothing 
about these hirsute cultivations, of them- 
selves, that makes dignity. Whiskers 
can sprout on all sorts of people— 
good, bad and indifferent. Even the 
most dignified whiskers have grown on 
the most undignified individuals. 

Likewise marble halls, classical ad- 
vertisements, expensive letterheads and 
a holier-than-thou attitude may cast a 
dignified shroud over an institution and 
for a while many people will quiver a 
little when in august presences. 

But let another whisper become a 
roar, as it did in 1933, and no amount 
of advertising, marble halls or other 
outward evidences of dignity will stem 
the tide. False whiskers will be as 
singed again as they have been on other 
occasions. The marble hails will again 
become empty. 

To paraphrase Lincoln, the public 
mind every once in a while acts in 
unison on an idea and cannot be fooled. 

False dignity has no place in bank- 
ing, nor in banks, nor in_ bankers. 
Dignity that does not come from a state 
of mind—from a true understanding 


and sympathy for humanity—from a 
careful balancing of human _ rights 
against property rights, is false. 

Dignity cannot be grasping, nor cold. 
Dignity comes from a knowledge of 
true service rendered. Such a knowl- 
edge cannot be shaken by storm nor 
blown away in a wind. Such a knowl- 
edge will transmit the desired dignity 
in every daily public contact—through 
the spoken word and the written word, 
no matter how that word is spoken or 
written. 

In a showdown a sharpened and acute 
public consciousness will recognize dig- 
nity such as this. It will be glad to 
accord such recognition and to accord 
comparable respect. But in a show- 
down the same public mind will judge 
bankers not by their advertisements, 
their marble halls, nor all the other 
modern equivalents of muttonchops. 
The public mind will judge by the 
human qualities that the public has 
found and saved in the public sub- 
consciousness over a period of years. 

Banking is an honorable profession— 
one requiring unshakable dignity in 
every ramification of it. Banking is no 
place for individuals who hide their 
own small thoughts behind the facade 
of impressive outward appearances. 


How Banks Are Advertising 


Bank Sells Loans 


A sERIES of advertisements from The 
Royal Bank of Canada shows sound 
merchandising technique in presenting 
to Canadians the fact that it is seeking 
personal loans secured by collateral. 

These ads use conversation illustra- 
tions—two or three people talking the 
matter over together. Copy is headed 
by a conversation quote and then, quite 
briefly but clearly, presents the case un- 
der discussion. A sample ad shown on 
the opposite page reads: 
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Good sound securities often represent the 
personal savings of years. It is not neces- 
sary to part with them in order to raise 
money for an emergency, to finance a major 
purchase, and for other temporary purposes. 


If ready funds are needed, such securities 
can be used to arrange a loan with the 
bank; the loan can be repaid by regular 
installments out of income and the securi- 
ties are returned to the owner intact when 
the loan is retired. 


Branch managers of The Royal Bank 
are always glad to discuss such personal 
loans with responsible men and women. 
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gad to 
are on women. 


™* ROYAL BANK or camapa 


OVER 700 BRANCHES IN CANADA AND 30 OTHER COUNTRIES 


Canada also has a counterpart of our 
FHA in the Dominion Housing Act, and 
another Royal Bank series presents such 
facts as security required, amount of 
money that can be borrowed for mod- 
ernization (up to $2000), repayment in 
monthly installments, rate and various 
suggestions as to what the money can 
be used for. 

In conjunction with the merchandis- 
ing of credit through advertising, the 
bank has explanatory folders on per- 
sonal and modernization loans that 
serve to amplify the advantages of so 
securing bank accommodations. 

Speaking of booklets and of The 
Royal Bank makes it imperative for us 
to mention one pamphlet issued by the 
bank, particularly for use by branch 
managers in Canadian communities. It 
explains many of the ways in which the 
bank can be of service, under the fol- 
lowing main divisions: How to save 
money; How to collect money; How to 
send money; How to carry money; How 
to protect your valuables; A service to 
farmers; A service to the business man. 


Doorman 


PeTER TRAVERS, doorman at the Vander- 
bilt Hotel, New York City, found the 
secret of success long ago in accumulat- 
ing a savings account. Through sav- 
ing he bought a home in Westchester 
County, sent his son through college, 
and has money set aside against the day 
he retires. The story of Mr. Travers 
and his savings is presented in the first 
of a new series of codperative advertise- 
ments by The Savings Banks of Man- 
hattan, Bronx and Westchester. 

Another of this series has caused 
some eyebrow-raising among some fi- 
nancial advertisers—and as many 
huzzas from others. The story of sav- 
ings in this ad is that of Miss Mary 
Ann Carr, dancer in “The Show Is On.” 
Miss Carr, in dancing costume, lends 
herself to eye-appealing illustration, 
and as such she is illustrated. And so 
we have a pretty girl selling savings to 
the public—well, why not—pretty girls 
have quite an impressive record as 
salespeople. 
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Two Men 
RECENTLY we mentioned a trust folder 
entitled “Two Sons”—a new one just 
received from the Central Hanover Bank 
and Trust Company, New York City, is 
about two men—Mr. E. and Mr. F. 

Mr. E.’s life is insured for $250,000. 
His estate is worth $1,000,000 today. 
But Mr. E. did not consult any of his 
estate advisers regarding his life insur- 
ance and has not codrdinated his life 
insurance holding with his other prop- 
erty. Consequently, the estate taxes on 
his life insurance alone will be almost 
$70,000. 

Mr. F., on the other hand, having an 
equal insurance and estate, has consid- 
ered his estate and his life insurance as 
one problem, not two. At his death 
none of the $250,000 of life insurance 
will be subject to tax under present laws. 
Furthermore, arrangements have been 
made to provide his executors with sufh- 
ent cash to pay necessary taxes and ad- 
ministration expenses. 


Frank Biacolli 
WHILE a bank is full of the stuff that 


makes human interest, little of it ever 
is apparent. Not so with the Harvard 
Trust Company, Cambridge, Mass. In 
a series of ten folders, as many deposi- 
tors tell how the bank has been a defi- 
nitely useful cog in the wheel of their 
self-improvement. 

Take depositor Frank Biacolli. When 
sixteen years old, he suffered from a 
tubercular infection. Through a local 
welfare society he received periodic in- 
oculations and was pronounced cured 
four years later. Meanwhile, the Re- 
habilitation Division of the State ‘De- 
partment of Education found Frank a 
job as wrapper in a local printing firm 
at six dollars a week. At eighteen, Frank 
studied nights to become a linotype op- 
erator. Today, at twenty-two, Frank 


earns forty dollars a week working for 
the same printing firm which gave him 
his first job—and each Saturday he 
banks twenty-dollars in his savings ac- 
count. 

Banks help in the practical opera- 
tions of our American institutions and, 
to quote the folder, “This bank is glad 
to have a depositor with a story like 
that of Frank Biacolli—is glad to be a 
part of all that contributes towards mak- 
ing such stories possible.” 


Catalogue 


THE most complete catalogue of bank- 
ing services that has come to our atten- 
tion is that issued by The Morris Plan 
Bank of Virginia, Richmond, Va. 
Pocket-sized, it indexes the various serv- 
ices offered on tabs alternately colored 
brown and blue. Two pages are given 
to each subject except the one on types 
of loans which is accorded four pages 
—just to give you an idea of its com- 
pleteness. In their order, the subjects 
presented in this booklet are: Savings 
at 214. per cent.; Checking Accounts; 
Safe Deposit Boxes; Traveler's Cheques; 
Loans; Loans—(Costs and Purposes) ; 
Loans—(Types); Loan Protection; 
First Mortgage Loans. 


Music Recital 


A UNIQUE radio program, liberally com- 
posed of civic spirit, is being sponsored 
by the Maryland Trust Company, Balti- 
more, Md., over station WFBR. 

A series of weekly half-hour concerts 
by the orchestra, chorus and soloists of 
the Peabody Conservatory of Music has 
been arranged. Ten scholarships, known 
as the Maryland Trust Company 
Scholarships, will be made available 
for preparatory study at the Conserva- 
tory, thus bringing special interest to 
these concerts. 


HIGHLIGHTS 


HE growth of Jacksonville, Florida, 
since 1877 is being reviewed by 
The Barnett National Bank of that 
city in a series of newspaper advertise- 
ments commemorating the 60th anni- 


versary of the institution; the first ad 


relates how Kansan W. B. Barnett 
visited Jacksonville, was struck by the 
possibilities he there saw, went back to 
Kansas to wind up his affairs and re- 
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tuning to Jacksonville founded the 
bank now bearing his name. . . . Four- 
teen mutual savings banks in eleven New 
Jersey communities will continue par- 
ticipating in a codperative campaign 
that has been running in forty-five 
newspapers ; during the past year 
twenty-one subjects were discussed in as 
many advertisements. . . . Royal F. 
Munger, financial editor of the Chicago 
Daily News, speaks twice a week from 
Chicago station WMAQ on “Money 
Talks” being sponsored by The Ameri- 
can National Bank and Trust Company. 


On a “cold, blustery Saturday morn- 
ing” in 1812, a number of Newark, 
N. J., citizens sat around the famous 
Stephen Roff House and planned the in- 
stitution. now known as the National 
State Bank; W. Paul Stillman, now 
president, has written an_ historical 
booklet relating this story and depicting 
Newark life as it was 125 years ago. 
... “2514 ships carrying 10,800,000 
tons of American freight destined for 
foreign countries cleared from the Port 
of New Orleans during 1935”—from an 
advertisement of The Hibernia National 
Bank in New Orleans, La. . . . Here’s 
a stop-and-think head and sub-head from 
The Nashville Trust Company, Nash- 
ville, Tenn.—“Which do you prefer? 
Old Debts Worrying You, or a loan that 
enables you to pay them off?” .. . 


Prosperity note from the Dauphin 
Deposit Trust Company, Harrisburg, 
Pa., is to be found in the heading of 
one of their recent ads—“Keep Your 


Raise—In the Christmas Club.” . . . 
“Living Trusts” is the title of a sedate 
but nonetheless handly little booklet ex- 
plaining that subject for the benefit of 
customers and friends of The Fifth 
Avenue Bank of New York and is 
worthy of note because it does so in 
such fashion as to be understandable 
to the uninitiated. . . . The Merchan- 
dise Bank, Chicago, Ill., has again pre- 
sented its annual report as “the most 
complete bank statement in America”; a 
full list of the bank’s securities is given 
showing their values as listed in the 
bank’s books and their market values 
as of the year end, and all figures are 
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certified by a Chicago firm of certified 
public accountants. . . . According to 
returns received from a F. A. A. ques- 
tionnaire, 44.3. per cent. of the banks 
responding will increase their advertis- 
ing appropriations this year—55.7 per 
cent. will remain the same with the ex- 
ception of one dissenter which suffered 
a 10: per cent, cut... .. 


Some very friendly copy composes an 
ad of the Merchants National Bank, 
Port Arthur, Texas, and it is needed to 
back up the heading which reads 
“There Is No More Human Place Than 
a Bank.” . . . Add to the growing list 
of banks having a no minimum balance 
checking account system—the Bank of 
Rockville Centre Trust Company, which 
has recently issued a compact little 
booklet inviting such checking accounts 
and explaining their usage....A 
Bank of America Timeplan advertise- 
ment tells how one can buy a new car 
through this credit system and, believe 
it or not, illustrates at the same time 
twenty-four different makes of cars. 
... The Hamilton National Bank, 
Knoxville, Tenn., presents two objec- 
tives as their ultimate aim as modern 
bankers—lIst, “To find out what people 
want in the way of sound banking fa- 
cilities and services—and to give it to 
them”; and 2nd, “To find out what 
they do NOT want and not give it to 
em.” . . 


To return to the Nashville Trust 
Company for a minute we find that they 
have announced a new systematic sav- 
ing plan for thrifty Tennesseans which 
has the attractive name “Ready Cash 
Club.” ... The Republic National 
Bank and Trust Company, Dallas, 
Texas, is running a series of ads on 
“Events in Texas History,” a recent 
number of this series tells about the 
creation of a Texas State Highway De- 
partment back in 1917. . . . Saving is 
fine for a rainy day, but the Central 
Savings Bank, New York City, sees 
sense in saving for sunny days as well, 
and in a pertinently illustrated - adver- 
tisement suggests “Save for a car of 
your own.” ... For nail-on-the-head 
human interest stuff it would be hard 
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to beat “The Drama of Banking” series 
of advertisements and booklets issued 
by the Lincoln Bank and Trust Com- 
pany, Louisville, Ky... . 

And a hearty invitation to all read- 
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ers of this department to send us 
samples of their current bank promo- 
tional work . . . include a note if you 
wish giving us some of the finer de- 
WA 6a. 


This Changing World 


Committee: The importance of finan- 
cial advertising has been recognized in 
the agency field by John Benson, presi- 
dent of the American Association of 
Advertising Agencies. Mr. Benson has 


just appointed a committee of the asso- 
ciation to codperate with the United 
States Sesquicentennial Commission as 
follows: W. C. D’Arcy, chairman; H. B. 
LeQuatte, George H. Sheldon, Shelley 
Tracy and Edwin 

% 


Bird Wilson. 
* * 

Authors: F. R. Kerman and Bryant 
Griffin, collaborators in 1926 of the 
book “New Business for Banks” are en- 
gaged in revising this book for the pub- 
lishers, Prentice-Hall Co. 

* * * 

President: Harvey Weeks, assistant 
vice-president of Central Hanover Bank 
and Trust Company, New York, has 
been elected president of the New York 
Financial Advertisers’ Association, Mr. 
Weeks studied law at Northwestern 
University; was manager of the West- 
ern United Gas and Electric Company, 
Joliet, Ill.; later organized the Harvey 
Weeks Coal and Coke Corporation 
which he sold to enter the war. Before 
joining the Central Hanover in 1929 he 
was general agent for the Provident 
Mutual Life Insurance Company in 
western New York. 

* * * 

Leaves Bank Post: Miss Julia A. 
Glenn, director of publicity of the Green 
Point Savings Bank of Brooklyn, N. Y., 
recently resigned her position after five 
years’ service to the bank and is en- 
joying a few months’ rest in California 
and the Hawaiian Islands. Miss Glenn 
then plans to return to New York to 
continue her advertising career. Before 
joining the Greenpoint, Miss Glenn had 
been office manager in insurance, law 
and mortgage offices and had worked 
in the American Embassy in Paris. 


Year’s Tour: R. E. Doan, director of 
public relations, The Denver National 
Bank, Denver, Colorado, and author of 
frequent articles in THE BANKERS Maca- 
ZINE, recently announced his intention 
of leaving for a one year’s tour of the 
world. 

Mr. Doan, co-author of the book “In- 
creasing Personal Loan Business,” and 
editor of The Denver Banker, will be 
accompanied by his wife on the trip, 
and will make a study of banking and 
economic conditions in the various 
countries visited. He will also collect 
new material for his "Tisn’t So feature 
in Liberty, the national weekly maga- 
zine. 

Leaving New York City on the Nor- 
mandie on April 14, the Doans will first 
tour England, Scotland and Ireland. 
Crossing to the continent, they will visit 
Holland, Belgium, Germany and Rus- 
sia. From Russia they will go through 
Poland, Austria, Hungary, Switzerland 
and France. While in France they ex- 
pect to visit the 1937 Paris World’s 
Fair. 

Northern Africa, Italy, Egypt and 
Palestine will be next on the itinerary, 
with India, Indo-China, the South Sea 
Islands, China, Japan and the Hawaiian 
Islands following. 

While on the trip, Mr. Doan plans 
to write a series of banking and human 
interest articles, and will take both still 
and motion picture cameras along. In 
every case he plans to visit the interior 
of each country to become thoroughly 
familiar with native life and viewpoints. 
A major portion of the time will be 
spent in the Orient, to gain a back- 
ground for an understanding of present 
and future political and economic de- 
velopments there. 

Much of the trip will be accom- 
plished in a leisurely manner, afoot and 
on bicycles, with frequent stops in the 
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less traveled parts of each country. With 
the idea of remaining as long as de- 
sired in any one city or country, the 
Doans have not set a schedule as to 
duration of stay in each place. Of in- 
terest to Mr. Doan’s many friends will 
be the news that the Doan luggage will 
consist of two small suitcases (plus the 
cameras), a restriction planned so as 
to allow them greater fredom of move- 
ment. If it can be done it is, so far 


as we are concerned, the very neatest 
trick of the year. 
* 


* 


Mid-Year Meeting: The mid-year 
meeting of the officers, directors, and 
senior advisory council of the Financial 
Advertisers Association was held in 
New York City, February 11, 12 and 
13 with the Waldorf-Astoria Hotel 
headquarters. Thomas J. Kiphart is 
president of the association, and is also 
director of publicity of the Fifth Third 
Union Trust Company, Cincinnati, 
Ohio. 

The meeting brought together lead- 
ers in the financial advertising field 
from all sections of the country, the 
officers in addition to Mr. Kiphart being 
W. H. Neal, vice-president of the 
Wachovia Bank and Trust Company, 
Winston-Salem, N. C., first vice-presi- 
dent; George O. Everett, assistant vice- 
president of the First Citizens Bank and 
Trust Company, Utica, N. Y., second 
vice-president; Stephen H. Fifield, as- 
sistant vice-president of the Barnett 
National Bank of Jacksonville, Fla., 
third vice-president; Fred W. Mathison, 
assistant vice-president of the National 
Security Bank of Chicago, Illinois, 
treasurer. 

Reports of various committees were 
heard and many of those attending ar- 
rived in time for the mid-winter meeting 
of the Trust Division of the American 
Bankers Association. The Financial 
Advertisers Association embraces in its 
membership leading commercial, sav- 
ings and investment banks and bankers 
and maintain headquarters at 231 South 


New Business for the 


Trust Department 
By T. T. WELDON 


A complete treatise on the adver- 
tising problems of the trust 
department 


Price $5.00 
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NEW STANDARDS FOR TRANS- 
PORTATION SECURITIES 


THE legal tests of New York, New Jer- 
sey, Connecticut, Massachusetts and 
other New England states for establish- 
ing the eligibility of railroad bonds as 
legal investments for savings and trust 
funds have proven unsatisfactory as 
judged from investment experience dur- 
ing the past depression. These state 
requirements should therefore be re- 
vised in the light of this experience. 

On the one hand the laws should be 
made more rigid as in the case of the 
standard legal test that fixed charges 
should be earned 1.5 times which proved 
inadequate and should be increased to 
1.8 times. In other respects the state 
laws were found by the survey to be too 
rigid. Thus the usual requirement that 
roads must earn 4 per cent. cash divi- 
dend on their capital stock should be 
reduced to 214 per cent. In addition 
other legal tests should be dropped en- 
tirely because of their inadequacy un- 
der present conditions and should be 
replaced with proven tests.—Prof. Geo. 
A — College of the City of New 

ork. 





FINANCIAL SITUATION ABROAD 
A Monthly Survey 


Affairs in General 


HERE. has not occurred, in recent 

weeks, any striking development in 

the international arena. The war in 
Spain, conducted to a considerable ex- 
tent by forces coming from out that 
country, has continued with varying 
success first to one side and then to 
the other, without as yet reaching any 
definite end. 

England has announced a defense 
loan of some $2,000,000,000, and the 
Bank of France has borrowed £40,000,- 
000 from London, and has also ad- 
vanced the discount rate to 4 per cent. 
in order to protect the exchange value 
of the franc. 


Great Britain 


THE substantial recovery that has been 
in progress for some time continues, 
and it is being stimulated by the heavy 
outlays for defense purposes and by the 
policy of cheap money, now considered 
as a necessary and legitimate element 
in business recovery. While satisfaction 
is felt that the country has shown such 
long-sustained business improvement, 
the banks and those who have capital 
to invest do not regard the situation 
with entire complacency. But the lead- 
ing British banks, despite low interest 
rates, made greater profits in 1936 than 
for any like period in the last five years. 


Trade revival and recoveries on frozen 
assets have been principally responsible 
for this better showing. 

From a compilation made by the 
Midland Bank Limited it appears that 
new capital issues in 1936 were of a 
total of £217,000,000, which is a rise 
from the low of £89,000,000 in 1931, 
but still far below the high (in recent 
years) of £384,000,000 in 1920. Foreign 
issues declined from £9,246,000 in 1931 
to £2,852,000 in 1935, but rising to 
£3,059,000 for 1936. 


Discussing the rise in prices, the 
Monthly Review of Lloyds Bank Limited 
says that in 1936 British wholesale 
prices rose rapidly and in an unbal- 
anced manner, and that the rise was 
also greater than in the United States 
(5.7 per cent. in the latter case and 
12.8 per cent. in the former). But this 
rise in wholesale prices in Great Britain 
has not meant a like rise in the cost of 
living, which rose by only 2.7 per cent. 
above the pre-war level. It is said that 
“these very limited movements reduce 
greatly any tendency for the pound to 
become over-valued against other cur- 
rencie€s.” 


Commenting on British Trade Re- 


turns, the Westminster Bank Review 
points out that imports in 1936 were 
at their highest since 1931, or 12 per 
cent. above the 1935 figures, exports 
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—though reaching the highest total 
since 1930—increased by only 31% per 
cent. The result of last year’s foreign 
trading was to increase the adverse bal- 
ance on merchandise account to the 
highest total since 1931. 


While, according to an estimate made 
by Sir Robert Kindersley, and pub- 
lished in the Economic Journal, total 
income from British overseas invest- 
ments were in- 1935 higher by £18.2 
millions than at the low level reached 
in 1933, this amount shows a decline 
of £63 millions from 1929. 


According to The Economist, the 
formula for moderating further expan- 
sion without raising interest rates is not 
one of great simplicity. “If the banks,” 
it says, “are to provide the increasing 
volume of advances demanded by ex- 
panding trade and industry, they must 
either secure additional cash reserves or 
else sell something like £100 millions 
of their gilt-edged investments. The 
latter alternative would mean higher in- 
terest rates, since in present circum- 
stances the sale of so large an amount 
of securities could hardly fail to lower 
prices and raise the level of interest 
rates in the gilt-edged market. But the 
other alternative, an increase in cash 
reserves, implies a further increase in 
deposits, which are the main part of 
the public’s supply of money. Bank 
deposits are already much higher than 
they have ever been before, although 
the general level of prices is still lower 


Inquiries and correspondence invited. 


than it was at the turning-point of the 
last cycle in 1929. If this expansion 
is not carefully restrained, the upward 
tendency of prices may easily get out 
of hand and lead us into all the extrava- 
gances of a boom.” 

From the Scottish Bankers Magazine 
it is learned that the banks of Scotland 
during the past year maintained a 
strong liquid position and materially 
expanded their resources. Total lia- 
bilities at £386 millions increased by 
£26% millions; deposits at £313%4 
millions were £20°%4 millions higher; 
cash and securities at £258 millions 
were £181% millions higher, and bank- 
ing advances at £12314 millions were 
up by £7%4 millions. Net profits, con- 
tributed by all institutions were in 
1936 above the 1935 figures by £26,133, 
the total being £2,798,885, enabling the 
banks to maintain their dividends and 
to strengthen their reserves. 


France 
THE efforts to protect the exchange 


value of the franc continue. Recently 
there was a transfer of 3,000,000,000 
francs from the Bank of France to the 
stabilization fund, and the arrangement 
for a £40,000,000 sterling credit. As 
a further defensive measure, the Bank 
of France advanced its rate of discount 
from 2 to 4 per cent. There has been 
of late a return to the flow of Bank of 
England notes into France. Concern is 
also expressed at the tendency of prices 
in France to rise more rapidly than in 
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Christiania Bank og Kreditkasse 


Oslo, Norway 


Founded 1848. Telegraphic address: Kreditkassen 
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private bank in 
Norway 


BANKING BusINEsS OF EVERY 
DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


Holland, Switzerland and several other 
countries. 


Germany 


Ir is reported that the Reichsbank has 
passed completely under government 
control. Since 1931 several of the lead- 
ing Berlin banks have been owned by 
the government to a considerable ex- 
tent, but of late the ownership has 
passed more largely into private hands. 

Returns of German foreign trade for 
1936 show a favorable balance of 550 
million reichsmarks, compared with 121 
million for 1935. This result was due 
to an increase of exports by about 12 
per cent. while imports advanced by 
less than 2 per cent. There was a large 
increase of food imports, but a decline 
in imports of manufactures and raw 
materials. 


Italy 


A BRIEF survey of the Italian banking 
system from 1861 to the present was 


recently published in the Bulletin 
Periodique entitled “Italian Banking 
Reform,” by G. P. Veroi, general man- 
ager of the Banco di Roma, Rome. 
Mr. Veroi speaks with authority and 
conciseness on the problems which grew 
out of the expansion of industry during 
the World War, and the uncertainties 
of world currency, immigration and 
foreign trade which followed the war. 
He then takes up in detail the various 
measures which the Italian banks 
adopted in order to gain stability in 
times of stress. A Consortium for Loans 
on Industrial Securities was founded 
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following the crisis of 1922 and in 1931 
an organization like the R. F. C. in 
the United States was established giv- 
ing the banks great liquidity. In 1935 
the activities of all banks was deter- 
mined by law so that the banking sys- 
tem might function as a more clearly 
defined whole. 

Mr. Veroi closes his article with a 
discussion of the success with which 
Italian banks weathered the Geneva 
sanctions during the Ethiopian cam- 


paign. 


OFFICIAL information is to the effect 
that Italy looks for greatly improved 
trade and industrial conditions during 
the present year. Grounds for this be- 
lief are the alignment of the lira with 
other currencies and a long series of 
commercial agreements recently ef- 
fected. It is said that economic isola- 
tion is not contemplated. 


Sweden 


From the Quarterly Report of Skan- 
dinaviska Kreditaktiebolaget it is learned 
that the volume of trade in Sweden dur- 
ing the past year, from a purely quanti- 
tative point of view, was on an average 
15 per cent. larger than during the peak 
year 1929. The business activity index 
of this bank, after eliminating as far as 
possible the effects of price fluctuations, 
shows for last year an increase of 11.4 
per cent. as compared with the year 
1929, with an advance in the course of 
the year from the, figure of 103.2 for 
the last quarter of 1935 to 112.8 for 
the last quarter of 1936. 
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This boom has resulted in a marked 
increase of income in Sweden, as is in- 
dicated by the considerably higher as- 
sessments for taxation. Its continuance 
seems also to be largely secured by the 
very considerable orders which have 
been booked in many branches of in- 
dustry. The trend in building activity 
seems, however, to be more uncertain, 
whilst the poorer yield of the harvest 
last year appears to have lessened the 
profitability of agriculture. 

According to the statistics published 
by the Swedish Bank Association, the 
redemption of bonds during the first 
three quarters of the year have exceeded 
the new issues by 31 million kronor. 

As reported by The Index of Svenska 
Handelsbanken the value of foreign 
trade for the year 1936, according to 
preliminary figures, were: imports, 
1619.4 million kronor; exports, 1505.4 
million, as compared with 1476.3 mil- 
lion imports in 1935 and 1297.4 million 


exports. 


Holland 


TuaT the devaluation of the guilder is, 
possibly, not an unmixed blessing may 
be seen from the following from the 
Financial and Economic Review of the 
Amsterdamsche Bank: 


Now that the depreciation of the guilder 
has taken place it has been found that 
economic differences between this country 
and others have in many respects disap- 
peared more rapidly than they would have 
done if the gold standard had been main- 
tained. Time has been too short to make 
it possible to say whether this can be re- 
garded in every way as an advantage. 
Many are of opinion that the disadvantages 
will make themselves felt as time goes on, 
but for the moment, at any rate, they are 
not very apparent. The influence of the 
devaluation has naturally been felt imme- 
diately and fully in the foreign exchange 
market and on the Stock Exchange. To a 
lesser extent it has also been reflected in 


the figures of foreign trade and wholesale 
prices. 


Denmark 


THE Monhly Review of Den Danske 
Landmandsbank contains the informa- 
tion that the progress prevailing in 
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Danish industry during the last few 
years was continued in 1936. The ris- 
ing tendency of the world markets 
caused Danish industrial exports to 
be not only maintained, but even in- 
creased by 9 per cent. In the home 
market the increased purchasing power 
created an additional demand for in- 
dustrial productions and at the end of 
the year employment figures were 
nearly 10 per cent. higher than a year 
ago. On the other hand great difficul- 
ties were experienced in the course of 
the year, commencing with a labor con- 
flict in the early months, while subse- 
quently the exchange restrictions made 
it difficult to satisfy the increasing de- 
mand for raw materials and auxiliaries. 


Poland 


For 1936 the total imports of the coun- 
try were valued at 1,003,435,000 zlotys, 
and exports 1,026,208,000 zlotys. Im- 
ports in 1936 were greater by 142,790,- 
000 zlotys than in 1935, and exports 
higher by 101,168,000. 

The financial position of the country 
is showing marked improvement, reve- 
nues for the first nine months of the 
budget year indicating a surplus of 
2,600,000 zlotys, compared with a defi- 
cit of 231 millions for the like term of 
the previous fiscal year. 


Turkey 


As reported by the Monthly Circular of 
the Ottoman Bank, the collection of 
fiscal revenues shows a constant pro- 
gression. Provisional results of the 
first two months of the current finan- 
cial year show an increase of about 
Ltg. 15,000,000 in revenue, and it is 
reported that the increase for the first 
four months will reach Ltq. 19,000,000. 

The Turkish government, taking ad- 
vantage of these favorable conditions, 
have proceeded with the issue of the 
3rd series of the 1934 Ltq. 30,000,000 
Sivas-Erzerum 7 per cent. loan. This 
series amounts to Ltq. 4,500,000, and 
the conditions of issue are the same as 
those of the Ist and 2nd series. 
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The Argentine 


UnpbeER date of February 5, the First Na- 
tional Bank of Boston received the fol- 
lowing information from its branch in 
Buenos Aires: 

The Argentina government has an- 
nounced complete redemption of two 
more dollar loans in New York. They 
are a 51% per cent. issue due 1962 of 
which present circulation is $16,935,500 
and a 6 per cent. loan due 1961 with 
a circulation of $22,658,000. Thus, of 
the total circulation of $236,000,000 in 
November, $23,600,000 have been re- 
funded at 414 per cent.; $75,300,000 
are being redeemed; and it is probable 
that the balance of $137,000,000 will 
be refunded at an early date at 4 per 
cent., thus reducing the government’s 
foreign exchange requirements by sev- 
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eral million dollars annually. The 
favorable trade balance for the month 
was m$n 100,000,000 and for the year 
m$n 535,738,000. The figures in 1935 
were m$n 30,000,000 and m$n 394,- 
368,000 respectively. 


Japan 


THE average Tokyo wholesale prices 
(1913100), as reported by The 
Oriental Economist, stood at 209.8 at 
the end of December, which was an in- 
crease of 16.6 per cent. compared with 
the end of 1935, and the second highest 
on record, being exceeded only by 
215.7 registered at the end of 1925. 
Prices on articles of purely domestic 
production and consumption rose by 
only 3.2 per cent. during 1936, while 
the index of import commodity prices 
rose by 22.8 per cent. 


INTERNATIONAL BANKING NOTES 


District BANK LIMITED (MANCHESTER, 
ENGLAND).—The_ directors have  an- 


nounced profits for the year 1936, after 
payment of all expenses and providing 
for bad and doubtful debts and income 


tax, amounting to £490,324. £261,103 

was brought forward from last account 

making a total of £751,427 which was 

appropriated as follows: 

£362,191 
70,000 
50,000 
269,236 


Dividends 

Pensions and annuities fund .... 
Bank property account 

Balance to be carried forward.. 


£751,427 


NATIONAL PROVINCIAL BANK LIMITED 
(Lonpon).—The directors have an- 
nounced that after making provision 
for rebate of discount on current bills 
and after making a transfer to the credit 
of Contingencies Account, out of which 
account provision for all bad and doubt- 
ful debts has been made, the net profit 
for 1936 amounts to £1,770,173 3s. Od. 
to which has been added the sum of 
£922,406 6s. 2d. brought forward from 
last account, making a total of £2.692,- 
579 9s. 2d. which has been appropriated 


as follows: 


Interim dividend of 74 per 
cent. subject to deduc- 
tion of income tax at 
ts. 9d. in £ (£168,852 Qs. 
Od.) paid in July last.. 

A further dividend of 74 
per cent. subject to de- 
duction of income tax at 
4s. 9d. in £ (£168,852 2s. 
Od.) payable January 
29, 1937 

Transferred 
fund 

Transferred to bank prem- 
ises account 

Balance’ carried 
to 1937 


710,956 


710,956 
200,000 


100,000 
forward 
970,667 2 


£2,692,579 9 2 


WESTMINSTER BANK LiMiTED (LONDON). 
—The directors have announced profit 
for the year 1936, after providing for 
rebate and income tax, and after ap- 
propriations to the credit of contingency 
accounts, out of which account full pro- 
vision for bad and doubtful debts has 
been made, amounting to £1,731,954 
19s. 9d. To this has to be added the 
sum brought forward from the previous 
year amounting to £369,848 15s. 9d., 
making a total available of £2,101,803 
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15s. 6d. which the directors have + 


propr iated as follows: 


Interim dividend of 9 per 
cent. (less income tax) 
paid in August last on 
the £4 shares (£1 paid 
up) 

Interim dividend of 6} per 
cent. (less income tax) 
paid in August last on 
the £1 shares 

A further dividend of 
per cent. (less income 
tax), making 18 per 
cent. for the year on the 
£4 shares (£1 paid up) 

A further dividend of 64 
per cent. (less income 
tax), making 12} per 
cent. for the year on the 
gl shares 

To bank premises account 

To officers’ pension fund 


107,186 


185,246 


107,186 
200,000 
200,000 


£1,584,867 


This leaves a balance to be carried 
forward to the next account of £516,- 
936 13s. 4d. 


© 


A CODE OF ETHICS FOR TRUST 
MEN 


THERE is one step of far-reaching sig- 
nificance which trust men can _ take 
promptly and I believe they should take 
enthusiastically. I refer to the proposal 
now under consideration by the execu- 
tive committee of the Trust Division for 
the promulgation of a “Statement of the 


Ethical Obligations of Trust Men.” 


The proposal is clearly within the 
field of public relations. In the State- 
ment of Principles of Trust Institutions 
we built an enduring monument to trust 
business, but we ene left it unfinished. 
I think the structure should now be com- 
pleted. It governs the obligations of 
the men whe make our trust institutions 
up to a certain point. Beyond that point 
there are other relationships the state- 
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ment does not cover. These are the re- 
lationships of trust men to one another 
and to the public. In other words, I am 
contending for a personal code of ethics 
for trust men. We have an unwritten 
code. Every trust man knows the basic 
ethics of his calling. Yet it has not 
been formulated and clarified so that 
he who runs may read.-—Blaine B. Coles, 
vice-president, First National Bank, 
Portland, Ore. 


HUMAN RELATIONS IN BANKING 


In a city as large and cosmopolitan as 
New York there is greater need for a 
sincere and courteous interest in de- 
positors than anywhere else in the land. 
Bank executives have this interest, but 
their duties preclude them from com- 
ing into contact with many of their de- 
positors. 

Public relations in the broad sense 
of the term might properly begin with 
the man at the door, or the man behind 
the counter, for it is these persons who 
are in touch most with the vast majority 
of people entering a bank and who have 
it in their power to reflect the real spirit 
and character of the institution.—Rus- 
sell S. Sims, vice-president, Albert 
Frank-Guenther Law, Inc. 


LOW INTEREST RATE 


One of the most important problems 
faced by many financial institutions to- 
day is the abnormally low rate of in- 
terest on high-grade securities. At 
present it is very difficult to put money 
to work at a satisfactory rate of interest 
and, at the same time, secure invest- 
ments that afford the high degree of 
safety demanded by a conservative life 
insurance company. However, with ex- 
panding business and improvement in 
the general economic situation we should 
expect a return to more normal condi- 
tions.—Thomas A. Buckner, chairman, 
New York Life Insurance Company. 





Head Office: Montreal 


¢ overing CANADA 


. ..and Knowing Conditions 


BANK OF MONTREAL 


Established 1817 


OVER 500 BRANCHES IN CANADA 


OFFICES in the UNITED STATES 


New York Agency: - 64 Wall Street 
Chicago Office: 27 South La Salle Street 


San Francisco Office : Bank of Montreal 
(San Francisco) — 333 California Street 


TOTAL ASSETS IN EXCESS OF $800,000,000 ,.:... 





Current Conditions 


HILE domestic seasonal trade so 

far this year, says the February 

23 Letter of the Bank of Montreal, 
has been adversely affected by un- 
usually mild weather in the eastern 
portion of the Dominion and by un- 
usually severe weather in the western 
portion, on the whole business condi- 
tions remain satisfactory. Merchants 
profess themselves well satisfied with 
the winter’s business and feel justified 
in placing ample replacement orders 
with wholesale houses and manufac- 
turers. Both merchants and manufac- 
turers are being compelled to take cog- 
nizance of rising prices for various im- 
portant raw materials and upward ad- 
justments of retail prices are in prog- 
ress. All companies and firms which 
cater to the needs of the mining indus- 
try are continuing to profit by the gen- 
erous and steady flow of orders which 
comes from the mining camps, and this 
flow promises to grow larger as* more 
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in Canada 


mining properties reach the producing 
stage. The iron and steel and railway 
equipment plants are benefiting from 
substantial orders for railway equip- 
ment. Textile mills are at present rea- 
sonably well supplied with orders. The 
farming community in general has be- 
gun the year with improved prospects 
as the result of higher prices for all 
its products. There is an increasingly 
active movement of merchandise. The 
present year has witnessed a sustained 
gain in carloading figures over those 
of 1936, and by February 6 the total 
carloadings placed at 231,514 were 
38,246 cars or roughly 20 per cent. 
greater than the figure recorded for the 
parallel period of 1936. The railway 
outlook, however, is obscured some- 
what by a strike threat following the 
finding of a board of conciliation which 
recommended restoration of 3 per cent. 
of the 10 per cent. wage reduction in 
effect since early in 1935. The 3 per 
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cent. restoration, upon which the com- 
panies are acting, is to be made in three 
installments of 1 per cent. each up to 
November 1, subject to a conditional 
arrangement which provides for a 
higher return to the employes should 
the combined gross operating revenues 
of the companies exceed by set amounts 
the revenues of 1935. The employes 
have rejected these terms and _ strike 
ballots are being distributed. 

From the survey of business condi- 
tions made by the Bank of Nova Scotia 
in the January issue of its Monthly 
Review one gains the information that 
recovery in Canada as elsewhere has 
been of an uneven character. National 
income expanded by about 7 per cent. 
over 1935; prices of farm products in- 
creased sharply, while those of manu- 
factures rose but slightly; most of the 
improvement was in increased produc- 
tion, especially of minerals, newsprint, 
lumber, iron and steel; employment in- 
creased; service industries were more 
active, as was wholesale and _ retail 
trade; construction showed no marked 
revival, fluctuating at about 40 per 
cent. of the average level of 1925 to 
1929; commodity exports (not includ- 
ing gold) expanded more rapidly than 
in any three preceding years; expendi- 
tures of tourists were much larger than 
in 1935; in the late months of 1936 
there was a notable rise in prices, es- 
pecially of wheat, metals and lumber; 
the yield of wheat was some 229 million 
bushels, compared with 277 million 
in 1935; in the last six months of 1936 
the trend of manufacturing was de- 
cidedly upward, particularly in the 
heavy industries; production of news- 
print advanced by about 15 per cent.; 
the lumber industry recorded enlarged 
production with increased _ prices; 
value of the products of the mining 
industries expanded by more than 15 
per cent. and the number employed in 
mining by 11 per cent.; construction 
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lagged as compared with greater activ- 
ity in other lines, the value of contracts 
awarded in 1936 amounting to only 
$163 millions, compared with $160 mil- 
lions in 1935, and an average of $428 
millions 1925 to 1929. 

At the sixty-eighth annual meeting of 
the Royal Bank of Canada, Morris W. 


Wilson, chairman, said: 


The outlook for Canadian business is 
more favorable than at any time in recent 
years. World trade is expanding and for- 
eign demand for the forest and mineral 
products of Canada is improving. Greater 
internal purchasing power is stimulating 
activity in home industries and prospects 
favor a further rise in the standard of liv- 
ing and a steady decline in the volume of 
unemployment. In spite of the possible 
slowing down of the rate of expansion be- 
cause of uncertainty concerning foreign de- 
velopments, it would appear probable that 
the records of 1937 will surpass those of 
the year which has just been reviewed. Be- 
yond all else, it is clear in the present trend 
of events that those who have had faith in 
the future of Canada have again had their 
faith fully justified. 


© 
LEARNED HIS LESSON 


An old Negro had just paid the last 
installment on a small farm when the 
realtor who sold it to him said: “Well, 
Uncle Joe, I will make you a deed to 
the farm now, since it has been paid 
for.” 

“Boss,” the old darky replied, “if it 
am all de same to you I had much 
rather you would give me a mortgage 
to de place.” 

The realtor, somewhat surprised, 
said: “Uncle Joe, you don’t seem to 
know the difference between a mortgage 
and a deed.” 

“Well, maybe not,” said Uncle Joe 
reminiscently, “but I owned a small 
farm once to which I had a deed and 
de bank had a mortgage and de bank 
got de farm.”—Atlanta Constitution. 





IN THE MONTH'S NEWS 


Convention Dates 


STATE AND SECTIONAL 

March 25-26—A. B. A. Regional 
Conference, Atlanta-Biltmore Hotel, 
Atlanta, Ga. 

April 23-24—Eastern Regional Confer- 
ence of Bank Auditors and Con- 
trollers, Wardman Park Hotel, Wash- 
ington, D. C. 

April 23-24—New Mexico Bankers As- 
sociation, Santa Fe. 

May 6—New Jersey Savings Banks As- 
sociation, Monclair Golf Club, Mont- 
clair. 

May 6-7—North Carolina Bankers As- 
sociation, Carolina Hotel inehurst, 
N. C. 

May 6-7—Oklahoma Bankers 
tion, Oklahoma City. 

May 10-12—Missouri Bankers Associa- 
tion, St. Louis. 

May 12-14—California Bankers Asso- 
ciation, Hotel Del Monte, Pasadena. 

May 13-15—Kansas Bankers Associa- 
tion, Wichita. 

May 18-20—Texas Bankers Association, 
San Antonio. 

May 20-22—New Jersey Bankers Asso- 
ciation, Hotel Traymore, Atlantic 
City, N. J. 

May 24-26—Illinois Bankers Associa- 
tion, Chicago. 

May 27-31—District of Columbia Bank- 
ers Association, The Greenbier, White 
Sulphur Springs, W. Va. 

May 26-28—Pennsylvania Bankers As- 
sociation, Hotel Traymore, Atlantic 
City, N. J. 

May 27-June 1—New York State Bank- 
ers Association, United States Liner 
Washington en route to Bermuda and 
return, 

June 2-3—South Dakota Bankers Asso- 
ciation, Rapid City. 

June 17-18—Washington Bankers Asso- 
ciation, Bellingham. 

June 24-26—Virginia Bankers Associa- 
tion. West Virginia Bankers Asso- 
ciation. Joint convention. The Green- 
brier, White Sulphur Springs, W. Va. 

June 26-29—Wisconsin Bankers Asso- 
ciation. Cruise. 
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Associa- 


October 20-21—Savings Bank Associa- 
tion of New York, The Greenbrier, 
White Sulphur Springs, W. Va. 


GENERAL 


March 11-12—Savings Conference, Sav- 
ings Division, American Bankers As- 
sociation, Waldorf Astoria, New 
York. 

April 18-21—Spring meeting, American 
Bankers Association, Executive Coun- 
cil, Arlington Hotel, Hot Springs, 
Ark. 

April 28-30—National Association of 
Mutual Savings Banks, Waldorf As- 
toria Hotel, New York. 

May 6-8—National Safe Deposit con- 
vention. Willard Hotel, Washington, 
D. C. 

June 7-11—-American Institute of Bank- 
ing, Hotel Lowry, St. Paul, Minn. 
Sept. 13-16—Financial Advertisers As- 

sociation, Syracuse, N. Y. 

Oct. 11-14—American Bankers Associa- 

tion, Statler Hotel, Boston, Mass. 


Associations 


@ Harvey Weeks, assistant vice-presi- 
dent of Central Hanover Bank & Trust 
Co., was elected president of the New 
York Financial Advertisers Association 
at the annual meeting held last month. 
George Dock, Jr., of Doremus & Co., 
was elected first vice-president, and 
Dorcas Campbell, advertising manager 
of East River Savings Bank, was made 
second vice-president. Other officers 
elected were: A. J. Ottoson, of Con- 
tinental Bank & Trust Co., treasurer, to 
succeed Miss Campbell, and Malcolm 
Davis, of THE BANKERS MAGAZINE, sec- 
retary. 

Directors elected for the ensuing year 
include, in addition to these five officers: 
Alden B. Baxter, of “Banking”; Robert 
L. Fernald, Dime Savings Bank, Brook- 
lyn; J. J. Harris, of Fenner & Beane; 
Kenneth M. Murchison, the retiring 
president; Dudley L. Parsons, New 
York Trust Co.; James Rascover, II, 
Albert Frank-Guenther Law, Inc.; Ruel 
S. Smith, of Time, Inc.; Robert W. 
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Sparks, Bowery Savings Bank; L. M. 
Townsend, Bank of New York & Trust 
Co.. and E. B. Wilson, of Edwin Bird 
Wilson, Inc. 


Over one hundred members and 
guests of the Financial Advertisers As- 
sociation of New England attended a 
dinner -given at the Chamber of Com- 
merce building in Boston on February 
10 and listened to an address by Edson 
B. Smith, financial editor of the Bos- 
ion Herald. 


Others to speak briefly included off- 
cials of the National Financial Adver- 
tisers Association. These were the presi- 
dent, Thomas J. Kiphart of the Fifth 
Third Union Trust Company, Cincin- 
nati; first vice-president, William H. 
Neal of Wachovia Bank & Trust Com- 
pany, Winston-Salem, N. C., and 
Stephen H, Fifield, third vice-president, 
representing Barnett National Bank, 
Jacksonville, Fla. 

Mark A. Hanna, the Bankette Com- 
pany, Inc., president of the New Eng- 
land association, presided. Ray A. Ilg, 
vice-president, National Shawmut Bank, 
introduced the principal speaker. 


Personal 


{ George W. Spinney, who has recently 
been appointed joint general manager 
of the Bank of Montreal, is one of the 
youngest men to have held such an im- 
portant position in a chartered bank in 
Canada. He is a native of Yarmouth 
in Nova Scotia, and comes of a long 
line of seafaring people. 

Mr. Spinney is well known among 
the banking fraternity in the United 
States through his attendance at bank- 
ing conventions in recent years and 
through his frequent visits to New York 
in connection with financial operations 
in which the bank he -represent’ has 
been interested. Of medium height and 
robust physique, he conveys an impres- 
sion of strength and poise, and he looks 
the part of one who was born to respon- 
sibility. 

In training for his new position as 
a chief executive of one of the largest 
and most famous banks in the British 
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GEORGE WILBUR SPINNEY 
Joint General Manager, Bank of Montreal 


Empire—an institution with assets of 
$800,000,000, with over 500 branches 
throughout the Dominion, and with over 
one million deposit accounts—Mr. 
Spinney had the usual groundwork of 
the professional banker in Canada. He 
began in the local branch of the bank 
in his native town and was moved 
around to branches in widely separated 
cities, thus gaining varied experience 
in business and environment. Then he 
was selected for head office duties, and 
in assistant capacity to high officials 
obtained the experience and_ insight 
which later were to serve him and the 
bank in good stead. When some twelve 
years ago the bank decided to establish 
a securities department, it was Mr, 
Spinney who was chosen to organize it. 
As head of this department he estab- 
lished wide connections in financial 
circles, being prominently - identified 
with the underwriting of many impor- 
tant bond issues. He continued his su- 
pervision of this department after be- 
ing appointed, in 1928, assistant gen- 
eral manager, and two years later his 
duties were augmented by his being 
placed in charge of the eastern division 
of the bank, comprising Quebec Prov- 
ince, the Maritime Provinces and New- 
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foundland. In 1935 his territorial su- 
pervision was changed to the Montreal 
district and foreign offices, and follow- 
ing the recent annual meeting of the 
bank, when the resignation of W. A. 
Bog created a vacancy, Mr. Spinney was 
promoted to the position as announced. 

Mr. Spinney is a member of the 
Mount Royal and St. James’ Clubs in 
Montreal, and of the Rideau Club in 
Ottawa. He is also a member of the 
Montreal Board of Trade. 


q At the annual board organization 
meeting of the First National Bank of 
Miami, Fla., at which Edward C. Romfh 
was re-elected president, Edward C. 
Romfh, Jr., was promoted from his for- 
mer position of cashier to vice-president 
and cashier. E. B. Rimes, Jr., formerly 
with the First National Bank of Louis- 
ville, Ga., was elected to serve as vice- 
president, and William L. Mussett as 
assistant vice-president. 


q Lewis W. Francis has been elected a 
vice-president of the Corn Exchange 
Bank Trust Co. of New York City. Mr. 
Francis is also a trustee of the South 
Brooklyn Savings Bank and secretary 
of the Brooklyn Academy of Music. He 
holds offices and directorships in a num- 
ber of other enterprises. 


q Seward W. Jones, president of the 
Newton Trust Company, Newton, Mass., 
was the guest of honor at a dinner at 
the Harvard Club of Boston last month 
to celebrate his eightieth birthday. 


q Percy E. May has retired as chairman 
of the board of the National Exchange 
Bank, Augusta, Ga. He will continue 
to serve, however, in the capacity of a 
director. As a token of their apprecia- 
tion for his untiring and efficient serv- 
ice during the fifty-five years he has 
been associated with the organization, 
the board of directors of the bank pre- 
sented Mr. May with a new automobile 
following the meeting of the board. 


q Charles W. Enyart, president of The 
First-Central Trust Co., Akron, Ohio, 
has been appointed a member of the 
State Banking Advisory Board by Gov- 
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ernor Martin L. Davey. His official 
duties will not take him from his pres- 
en post. 


@ The Fidelity Union Trust Company, 
Newark, N. J., has announced the ap- 
pointment of five new officers: W. Deane 
Pruden and John S. Bacheller as assist- 
ant trust officers, and John M. Ellis, 
Carlos D. Kelly and Charles W. Clark, 


II, as assistant secretary-treasurers. 


@ At the annual meeting of the Boston 
Clearing House Association the follow- 
ing officers were re-elected: 


President, Robert D. Brewer, presi- 
dent of the Merchants National Bank 
of Boston; secretary, Herbert E. Stone, 
vice-president of the Second National 
Bank of Boston. 


Clearing House Committee: Chair- 
man, Allan Forbes, president of the 
State Street Trust Co.; Henry J. Nichols, 
vice-president of the National Shawmut 
Bank of Boston; Charles E. Spencer, Jr., 
vice-president of the First National 
Bank of Boston; Thomas P. Beal, presi- 
dent of the Second National Bank of 
Boston, and James Dean, chairman of 
the executive committee of the Boston 


Safe Deposit & Trust Co. 


q Francis Crave, supervising officer for 
the ten offices of Manufacturers Trust 
Company (New York) in the Bronx 
and the five offices in upper Manhattan, 
who was recently elected a vice-presi- 
dent of the bank, was the guest of honor 
recently at a dinner at the Circle Club 
that was tendered to him by the officers 
at these branches. Included among the 
guests were members of the bank’s ad- 
visory boards. A handsome leather 
attache case was presented to Mr. Crave 
as a memento of the occasion. 


Bank Buildings 


q Two Western Pennsylvania banks, 
the Citizens Trust Company of Clarion 
and the Johnstown Bank and Trust Com- 
pany, are occupying greatly improved 
quarters after extensive remodeling op- 
erations. The alterations to both build- 
ings were planned and executed by the 
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Tilghman Moyer Company of Allen- 
town, Pa. 

Both banks have replaced their high 
banking screens with screens of the new 
low type. In the Johnstown bank the 
lower portion is of marble and at 
Clarion of mahogany, the same ma- 
terials being used for public lobby 
wainscots. The upper portion in both 
buildings is of bronze and plate glass. 
New terrazzo floors have been installed 
in the lobbies. Both banks have re- 
placed their wood tellers’ counters with 
new ones of furniture steel. 

The Citizens Trust Company has in- 
creased its floor area 50 per cent., mak- 
ing possible a rearrangement which has 
resulted in a noticeable increase in 
efficiency and economy of operation. 
A separate posting room segregates the 
noise of the machines from the main 
banking room. Adjoining this room is 
a new fireproof book vault. 

The Johnstown Bank and Trust Com- 
pany, which occupies the first and mez- 
zanine floors of its ten-story building, 
has made extensive alterations to its 
entrance and elevator lobby, as well as 
its banking quarters. In the latter, new 
offices were provided for the president, 
cashier and trust officer, and the work 
spaces and safe deposit department re- 
arranged. 

In both buildings new decorations, 
lighting fixtures, furnishings, etc., have 
transformed and modernized the in- 
terior. 

Another bank for which the Tilghman 
Moyer Company recently completed in- 
terior alterations is the Farmers Na- 
tional Bank and Trust Company of 
Ashtabula, Ohio. These included a 
two-story addition at the rear, which 
gives the bank the additional space 
which it has needed for several years. 
A new security and safe deposit vault 
was built, double the capacity of the old 
one, with walls of steel and concrete 
twenty-seven inches thick, and a new 
sixteen-inch door. A storage vault and 
two book vaults were also added to the 
bank’s facilities. 

The public lobby was enlarged and 
a new banking screen installed. This 
is of marble, mahogany, bronze and 


Remodeled Home of the First National 
Bank, Sharon, Pa. 


plate glass, about six feet high. The 
banking room has been redecorated and 
the mechanical equipment modernized. 


q The First National Bank in Sharon, 
Pa., has started work on alterations 
which will transform its three story 
building, built over sixty years ago, 
into a bank and office building of thor- 
oughly modern character. The remodel- 
ing work was planned and is being 
executed by the Tilghman Moyer Com- 
pany of Allentown, Pa. 

The brick exterior walls of the build- 
ing will be taken down and new walls 
built of Indiana limestone. The win- 
dows will be of steel, tied together in 
vertical groups by spandrels of orna- 
mental cast iron. The entrance door- 
ways and the trim around the large 
banking room windows are to be of 
cast bronze. 

The building occupies a command- 
ing site at the intersection of State street 
with the Shenango River, with a width 
of 45 feet on the street and 116 feet on 
the river front. It is planned to flood- 
light the building at night. 

The bank will occupy the first floor 
and the rear portion of the second floor. 
The remainder of the upper floors will 
be rented for office space. These will 
be served by an elevator and will have 
all modern conveniences. The bank’s 
quarters will be completely remodeled 
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and new vaults built to replace the 
present ones. 

The officers of the First National Bank 
are: C, E. Brockway, president; P. A. 
Higgs, executive vice-president; R. R. 
Down, vice-president; F. C. Shively, 
cashier; William C. Bryer, assistant 
cashier; R. H. Starr, trust officer; Alex. 
Green, manager of the foreign depart- 
ment. 


@ The Farmers & Citizens Bank & Sav- 
ings Company, Bucyrus, Ohio, has pur- 
chased new banking quarters two doors 
from its present location. The bank 
will take possession of the property on 
April 1 and will take until June 1 to re- 
model. Changes will include a new 
modern vault, a new stone front and 
nearly all new fixtures. 


q The Texas City National Bank, Texas 
City, Tex., has started work on a new 
building. 


q The First National Bank of Wynne, 
Ark., is now remodeling its building at 
an approximate cost of $10,000. Changes 
will include a new vault, new offices, a 
directors’ room, a different front and 
a complete rearrangement of the bank- 
ing rooms, 


@ The Morris Plan Bank of Asheville, 
N. C., is now located in its new home, 
quarters formerly occupied by the 
American National Bank. The bank has 
added safe deposit facilities to its other 
services. 


q A report from Newburyport, Mass., 
recounts the sad experience of a local 
co-operative bank that spent $500 re- 
pairing the wrong house. Due to a 
little error in listing an address, work- 
men that the bank employed have done 
a nice job on a house next door to the 
one that was intended to be repaired. 


Anniversaries 


q The American Trust and Banking 
Company, Chattanooga, Tenn., has just 
rounded out a quarter century of serv- 
ice to its community with total re- 
sources on December 31 of $12,020,- 
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107.82 and deposits of $10,435,797.93. 
In a statement issued to the bank’s 
patrons on the occasion President FE. Y. 
Chapin said in part: “. .. From the 
first, this organization has been made 
up of men and women who have real- 
ized their responsibility to their 
patrons: to afford them safety; to ren- 
der them service. Each day of that 
twenty-five years has found these men 
and women at their desks and counters, 
efficient, untiring, effective, willing.” 


Bank Stocks 


q New York City bank stocks were 
sharply higher during January and 
reached their best levels since 1931, 
Hoit, Rose & Troster, New York, re- 
ported. The weighted average of 17 
leading issues opened at the ‘month’s 
low of 62.33 and on prospects of firmer 
short term money rates, reached the 
new 1937 high of 74.19 on January 25. 
These are the highest levels since No- 
vember 9, 1931, and compare with pre- 
vious high of 68.48 on August 7, 1930. 
Close January 30 was at 73.51, indicat- 
ing a net gain of 18 per cent. for the 
month, 


Crime 


q With the coming of better times there 
has been a tremendous decrease in losses 
by banks due to crimes, Sidney M. 
Price, cashier, First National Bank, 
Malden, Mass., said in a report on bank 
insurance and crime protection pre- 
sented at the regional banking confer- 
ence of the American Bankers Associa- 
tion recently held in Pittsburgh, Pa. 

Mr. Price advised banks to use, how- 
ever, adequate practical physical equip- 
ment for crime prevention, selected in 
keeping with the size of the community 
and the ability of local police to deal 
with crime. A sure method of preven- 
tion of crime, he said, is the establish- 
ment of a reputation by police au- 
thorities. 

“The record of the Federal Bureau of 
Investigation in apprehending criminals 
the past two years has acted as a deter- 
rent to further crimes,” Mr. Price said. 





THE BANKERS MAGAZINE 


“Those actually engaged in crime have 
either been killed or locked up and those 
contemplating bank crimes are apt to 
hesitate because of the efficiency and 
broad authority of the Federal agents.” 


Mr. Price also described the work of 
the American Bankers Association 
agents, pointing out that in the past 
thirteen years investigations directed by 
its Protective Department have resulted 
in the arrest of 3226 of the 5722 bank 
criminals apprehended during _ that 
period. 

Mr. Price brought out how the drop 
in crime is reflected in statistics of bank 
insurance. Crimes, he said, had in- 
creased greatly during the early period 
of the depression and resulting increased 
losses had been translated into larger 
premiums. In 1930, he said, losses 
under Bankers Blanket Bonds Form 
Nos. 1, 2, 5, 8 and 8-R were $8,682,531, 
but have fallen since that period and 
in 1935 totaled $3,098,862. Loss ratios 
have dropped from 59.6 per cent. in 
1932 to 24.5 per cent. in 1935. Fidelity 
losses have decreased from 80.3 per 
cent. of premiums earned in 1931 to 
14.6 per cent. in 1935 on Class A banks 
and from 90.4 per cent. to 16.8 per 
cent. on Class B banks. Bank burglary 
and robbery losses have decreased from 
74 per cent. in 1931 to 22 per cent. in 
1935. These decreases in losses, Mr. 
Price said, were bringing decreases in 
premium charges. 


Bank Earnings 


{Consolidated net operating earnings 
of $3,075,615.05 for the year 1936 were 
disclosed by First Bank Stock Corpora- 
tion, Minneapolis, Minn., in the eighth 


annual report to stockholders. This 
figure represents the earnings of the 
corporation, its banks and active affili- 
ates, exclusive of bond profits and re- 
coveries and after deducting the amount 
applicable to minority interests. It is 
the equivalent of $1.01 per share on the 
3,035,25814 shares of the corporation’s 
stock outstanding in the hands of the 
public on December 31, 1936. This 
compares with operating earnings of 
ninety cents per share reported for 
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1935. During the year the banks and 
active affiliates, after payment of divi- 
dends of $1,546,781.84 to the parent 
company and minority stockholders, in- 
creased their capital structures and re- 
serves by $2,219,679.87. 


q The Fidelity-Philadelphia Trust Com- 
pany of Philadelphia, Pa., had gross 
earnings of $5,760,215 in 1936, against 
$5,303,163 in 1935, William P. Gest, 
chairman of the board, reported at the 
annual meeting. Net earnings after 
operating expenses and taxes were $2,- 
518,151, against $2,307,122 the previ- 
ous year. 

Statement of the company at the close 
of business Dec. 31, 1936, shows total 
resources of $145,664,367, including 
cash on hand and in banks, $45,785.,- 
461; U. S. Government securities and 
Home Owners’ Loan bonds, $19,258,- 
238; state, county and municipal securi- 
ties, $23,697,901; other investment se- 
curities, $22,271,256, and loans, $25,- 
041,060. Deposits totaled $120,072,- 
530; capital stock, $6,700,000; surplus, 
$15,000,000, and undivided _ profits, 
$1,617,174. 


@In his address to the shareholders, 
A. M. Chaffey, president of California 
Bank, Los Angeles, revealed that re- 
sources of the bank increased $16,406,- 
311 to $110,485,605, a gain of 17 per 
cent. during the year, while deposits 
increased almost 20 per cent. to total 
$100,792,000 at the year end. Savings 
deposits increased in the amount of 
$4,234,000 or a gain of 914 per cent., 
while commercial deposits increased 
$12,498,000, approximately 32 per cent. 
The bank’s net income before preferred 
dividends amounted to $1,255,144, an 
increase for the year over 1935 of 


$696,312. 


qS. Sloan Colt, president of Bankers 
Trust Company, New York, reported to 
stockholders at their annual meeting an 
increase in the bank’s undivided profits 
for the year of $5,551,737 to a total of 
$23,937,771 as of December 31, 1936, 
compared with $18,386,034 at the end 
of the previous year. Net operating 
earnings for the year were $7,326,847, 
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Mr. Colt stated. Dividends declared 
amounted to $5,000,000, leaving $2,- 
326,847. In addition to this there were 
added to undivided profits $3,224,889. 
Of this amount $2,062,324 was restored 
from the contingency fund, $994,719 
represented net recoveries on loans 
formerly charged off and $167,844 was 
net profit from the investment account 
after contributing $2,103,960 to reserves. 


q The First National Bank, Tampa, 
Fla., at the annual meeting of directors, 
voted to transfer $100,000 from un- 
divided profits to its surplus to raise 
the surplus to $550,000. 


q The Economic Policy Commission of 
the American Bankers Association is 
publishing an extensive report on 
changes which have occurred in bank 
earning assets in the period since 1923, 
particularly along the lines of the re- 
duction in commercial loans and the 
effects of Federal Government financial 
policies since 1933. This report will 
soon be available in booklet form at 
fifty cents a copy, and may be obtained 
from the commission at association 
headquarters, 22 East 40th street, New 
York City. 


q A “decided and rather consistent bet- 
terment” in the earnings of most New 
York City banks during the last four 
years is noted in a five-year compara- 
tive study of twenty-four New York 
City banks and trust companies recently 
issued by Clinton Gilbert & Co., New 
York. Net profits per share, including 
profits or losses from non-operating 
sources, are shown for twenty-three of 
the twenty-four institutions for the last 
two years. Eighteen showed net profits 
for the last three years, and eight for 
the last four years. Four showed profits 
in each of the last five years. Of the 
twenty-three showing net profits in 1936 
eighteen enjoyed material improvement 
over 1935 results, three did about as 
well as a year ago, and only two failed 
to equal their 1935 net profits. 

Of the nineteen banks which had 
larger profits in 1936 than in 1935, six 
have done better for two years in suc- 
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cession, five have improved in each of 
the last three years, six for four suc- 
cessive years, and the last has done 
better in each of the five years covered 
by the table. 

“It is clear,” says the study, “that 
bank earnings and profits are in a long- 
term uptrend. Notwithstanding the re- 
covery so far experienced, it is obvious 
that banks’ earnings have not risen 
nearly so fast as industrial earnings. 
This does not, however, preclude the 
possibility of an accelerated recovery 
at some time in the future. It is not 
unreasonable to expect something of 
that sort to begin this year. Commercial 
loans are expanding. Business recovery 
has reached the stage at which a sub- 
stantial further expansion of borrowing 
for working capital purposes may be 
expected. Increased production and a 
rising price level will practically com- 
pel business men to draw on their credit 
lines to carry on their affairs.” 


q The board of directors of the Trades- 
mens National Bank and Trust Com- 
pany, Philadelphia, Pa., has declared 
a quarterly dividend of $1.50 per share 
at the rate of 6 per cent. per annum, 
payable February 1, 1937. 


Travel Departments 
q Pursuant to a policy of providing 


the broadest service possible to the ~ 


community, the Union Bank & Trust Co. 7 
of Kokomo, Ind., has installed a travel ~ 
department for the purpose of assisting 7 
with information and supplying with ~ 
tickets local persons who are contem- 
plating journeys to other countries. 


Changes 


q Effective January 14 the name of the 
Passaic Park Trust Company, Passaic, ~ 
N. J., has been changed to the Bank of 7 


Passaic. 


q At their annual meeting, January 12, © 
the stockholders of the New Public Na- 
tional Bank of Rochester, N. H., voted = 
to change the name of the institution, 
effective March 1, to the First National 7 
Bank of Rochester. 4 








